Mm% 


iilill 


mwmi 


illillllli 


nifi: 

i 


ijjiii!!!!! 
|j|ji{iHiil 


i 


¥ 


ELEMENTS   OF  ACCOUNTING 


Digitized  by  the  Internet  Archive 

in  2007  with  funding  from 

IVIicrosoft  Corporation 


http://www.archive.org/details/elementsofaccounOOkleiuoft 


Elements  of  Accounting 


Theory  and  Practice 


'/// 


>/ 


BY 

JOSEPH  J.   KLEIN,  Ph.D.,  C.P.A. 

fellow  american  association  of  public  accountants;  president,  national  busmsss 
institute;   lecturer  on  principles  and  methods  in  commercial  educa- 

>»  TION,  college   of   the   city   of   new   YORK;    AUTHOR,   "  STUDENTS' 

handbook  of  accounting";  co-author,  "principles 

AND  methods  in  COMMERCIAL  EDUCATION." 


\8    11-71 


Revised  Edition 


9    (.  ^  3 


NEW  YORK  AND  LONDON 

D.  APPLETON  AND  COMPANY 

1920 


COPYHIGHT,  I913,  1915,  BY 

D.APPELTON  AND  COMPANY 


Printed  in  the  United  States  of  America 


TO 

MY  PARENTS 


PREFACE 

The  history  of  commercial  training  in  America  forms 
an  interesting  chapter  in  the  educational  development  of 
the  country.  At  first,  there  were  no  organized  schools, 
but  later  the  so-called  business  "college"  came  into  its 
own.  Then,  public  high  schools  and  academies  began  tc 
offer  courses  in  bookkeeping  and  business  practice.  The 
very  latest  phase  of  commercial  educational  development 
concerns  itself  with  university  training  in  accounting  and 
business  organization  and  administration. 

Paralleling  the  development  of  business  schools,  we 
find  a  literature  peculiarly  adapted  to  the  purposes  of 
such  institutions.  These  bookkeeping  texts  make  a  par- 
ticular appeal  to  the  young  and  immature,  while  their 
chief  value  lies  in  the  abundance  of  drill  furnished,  and 
in  the  detailed  information  contained.  It  is  almost  solely 
by  repetition  that  a  knowledge  of  bookkeeping  is  imparted 
to  the  persons  for  whom  these  books  are  mainly  intended. 
On  the  other  hand,  the  requirements  of  universities  and 
other  higher  institutions  of  learning  are  met  by  a  num- 
ber of  excellent  texts,  but  these  are  not  nearly  as  suit- 
able as  in  the  case  of  the  elementary  institutions.  The 
chief  fault  lies  in  the  wide  gap  between  the  elementary 
books  in  bookkeeping  and  the  advanced  works  in  account- 
ing. And  this  is  written  despite  the  author's  indebtedness 
to  the  late  Professor  Charles  E.  Sprague's  pioneer  work, 
The  Philosophy  of  Accounts;  to  Professor  Henry  Rand 
Hatfield's  Modern  Accounting,  and  to  Professor  Leo 
Greendlinger 's  Accountancy  Problems,  the  first  case  book 
in  the  subject. 
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The  purpose  of  the  present  text  is  to  bridge  the  gap 
between  bookkeeping  and  accounting.  It  presupposes  a 
knowledge  of  debit  and  credit,  and  from  this  point  con- 
ducts the  serious  student  through  the  field  of  accounting. 
Elementary  bookkeeping  is  reviewed;  Single  Entry  is 
studied,  compared  with,  and  changed  to,  Double  Entry; 
accounting  is  differentiated  from  bookkeeping,  and  is  itself 
defined ;  and  then  the  applications  of  accounting  to  book- 
keeping are  shown  and  applied.  The  complete  set  of  books 
which  accompanies  the  last  chapter  is  intended  to  afford 
practice  in  modern  practical  accounting.  With  these  four 
chapters  as  a  basis,  the  student  is  introduced,  in  succession, 
to  partnership  and  to  corporation  accounting,  the  latter 
including  consolidations.  The  preparation  of  final  state- 
ments, according  to  the  most  approved  modern  practice,  is 
the  subject  of  two  full  chapters.  An  intervening  one  deals 
with  the  difficult  subjects  of  depreciation,  reserves,  sink- 
ing fund  and  investment  accounting. 

Chapters  on  the  accounts  of  non-trading  concerns, 
statements  of  affairs  and  deficiency  accounts,  and  realiza- 
tion and  liquidation,  are  also  included.  Then  there  have 
been  incorporated  two  chapters  on  cost  accounts,  and 
finally  a  chapter  on  auditing. 

Supplementary  exercises  on  all  chapters,  together  with 
sample  examination  papers  from  various  sources,  have 
been  furnished  for  additional  practice. 

The  aim  of  the  writer  has  been  to  make  available,  within 
moderate  compass,  a  text  which  will  appeal  to  the  stu- 
dent of  accounting,  to  the  teacher  and  to  the  business  man, 
alike.  For  this  reason,  no  pains  have  been  spared  to  make 
the  explanations  simple,  clear  and  logical;  ample  exercises 
have  been  furnished;  disputed  topics  have  been  stated  in 
such  a  way  that,  though  they  lack  no  proper  emphasis,  dog- 
matism is  nevertheless  avoided.  Illustrations  of  each  of 
these  statements  abound  throughout  the  book.    The  first  is 
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well  shown  in  the  chapters  dealing  with  such  difficult  sub- 
jects as  Statement  of  Affairs  and  Realization  and  Liquida- 
tion, as  well  as  in  the  practical  problems  solved  in  every 
chapter.  The  sufficiency  of  exercises  is  shown  by  the  lists 
appended  to  each  chapter  and  in  the  two  appendices.  Per- 
haps the  two  chapters  dealing  with  Final  Statements  afford 
as  good  examples  as  any  other  of  what  success  has  been 
achieved  in  the  attempt  to  avoid  dogmatism  and  still  retain 
authoritativeness. 

Many  acknowledgments  for  help  are  in  order — far  too 
many  to  mention  specifically.  Principal  among  those  who 
cannot  be  cited  individually  are  the  many  earnest  students 
whose  uncomplaining  efforts  made  the  final  work  possible. 
My  colleague,  George  Kent  Hinds,  LL.B.,  C.P.A.,  has  ex- 
tended many  courtesies  and  much  help.  Dr.  Joseph  Kahn, 
Instructor  in  New  York  University,  has  kindly  loaned  me 
his  valuable  manuscript  notes  on  law  and  has  also  been  of 
aid  throughout  the  preparation  and  revision  of  the  book. 
Professor  Henry  Rand  Hatfield,  who  read  the  proofs, 
made  many  valuable  suggestions.  Mr.  Charles  Hart,  Head 
of  the  Department  of  Business  Practice  in  the  "Washington 
(D.  C.)  High  Schools,  assisted  materially  by  his  sugges- 
tions regarding  the  details.  Mr.  John  R.  Loomis,  C.P.A., 
ex-President  of  the  American  Association  of  Public  Ac- 
countants, formerly  Chairman  of  the  New  York  State 
C.  P.  A.  Examination  Board,  kindly  read  some  of  the  proofs, 
and  did  much  to  fix  the  point  of  view  of  the  book.  Mr.  S. 
Bernard  Koopman,  Instructor  in  Accounting,  Columbia 
University,  helped  materially  by  his  painstaking  criticisms 
and  valuable  suggestions.  Mr.  Russell  T.  Greene,  Chair- 
man of  the  Commercial  Department,  High  School  of  Com- 
merce, City  of  New  York ;  Mr.  Charles  A.  Stewart,  of  the 
Richmond  Hill  High  School,  and  Mr.  William  Topper, 
C.P.A.,  all  helped,  and  their  aid  is  hereby  gratefully  ac- 
knowledged.   Undoubtedly,  most  thanks  are  due  to  Profes- 
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sor  Leo  Greendlinger,  C.P.A.  Several  years  ago  he  ar- 
ranged to  collaborate  with  the  author  in  the  preparation  of 
a  more  elementary  text  than  the  present  one.  Though 
Professor  Greendlinger 's  professional  duties  made  it  im- 
possible for  him  to  complete  the  task,  the  discussions  be- 
tween him  and  the  author  at  that  time,  and  since  then, 
have  done  much  to  make  this  a  better  book. 

Joseph  J.  Klein 


PREFACE   TO    THE    REVISED    EDITION 

The  author  wishes  to  express  his  personal  gratification 
at  the  response  which  his  efforts  have  met  at  the  hands  of 
teachers,  students,  and  his  professional  brethren.  The 
present  revision  simply  incorporates  a  number  of  minor 
corrections  which  readers  kindly  brought  to  the  attention 
of  the  author,  together  with  a  few  changes  which  were 
found  desirable. 

The  author's  "Student's  Handbook  of  Accounting," 
just  published,  makes  available  authoritative  solutions  to 
the  Exercises  following  the  different  chapters  of  the  text. 
Teachers  will  be  interested  to  learn  that  the  author 's  treat- 
ment of  the  problems  involved  in  the  teaching  of  Account- 
ing is  presented  in  "Principles  and  Methods  in  Commer- 
cial Education. "  J.  J.  K. 
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CHAPTER  I 
THE    FOUNDATION BOOKKEEPING 

Introduction. — Though  it  may  he  assumed  that  the 
reader  has  already  familiarized  himself  with  the  principles 
and  practices  of  bookkeeping,  it  is  deemed  desirable  to 
summarize,  briefly,  the  facts  involved  in  an  understanding 
of  the  subject.  The  usage  of  the  more  popular  texts  on 
elementary  bookkeeping  has  been  kept  in  mind,  despite 
the  fact  that  the  accountant  does  not  give  unqualified  ap- 
proval to  it,  so  as  to  be  of  greater  service  to  those  readers 
whose  knowledge  of  the  subject  has  been  gained  through 
the  medium  of  the  books  in  question. 

Gash  Account. — The  modern  teaching  of  bookkeeping^ 
commences  with  a  discussion  of  the  Cash  Account.  A 
study  of  this  account  leads  to  the  formulation  of  two 
important  rules,  namely,  that  the  Cash  Account  is  to  be 
debited  for  all  money  received  by  the  business,  and  cred- 
ited for  all  money  disbursed  by  the  business. 

Merchandise  Account. — It  is  usual  to  introduce  next 
the  so-called  Merchandise  Account.  The  need  of  this  ac- 
count is  often  made  apparent  by  recalling  that  throughout 
the  economic  world  an  equivalence  of  exchange  obtains. 
Thus,  when  we  buy  ten  barrels  of  flour  at  eight  dollars,  we 
part  with  eighty  dollars,  but  receive  in  return  therefor  an 
equivalent  value  of  flour.     So,  also,  when  we  sell  goods, 
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the  equality  of  exchanges  is  seen  to  hold.  But  inasmuch 
as  the  Cash  Account  records  the  income  and  outgo  of 
money  only,  it  is  soon  evident  that,  in  order  to  devise  a 
system  of  bookkeeping  which  shall  be  a  complete  record  of 
business  transactions,  other  accounts  than  those  with  money 
or  cash  alone  are  necessary.  Hence,  the  introduction  of 
the  now  more  or  less  obsolete  Merchandise  Account. 

At  the  start,  debiting  and  crediting  of  this  account 
is  deduced  by  reference  to  the  Cash  Account.  In  a  sale, 
for  instance.  Cash  Account  is  debited  for  the  amount  of 
money  received.  To  record  the  parting  with  goods  sold, 
the  Merchandise  Account  is  employed.  In  order  to  show 
this  sale,  one  almost  instinctively  credits  the  account. 
When  it  is  seen  that  such  a  procedure  has  justified  itself, 
the  rule  for  debiting  and  crediting  other  accounts  is  for- 
mulated.   The  rule,  assuming  various  forms,  is  essentially : 

A.  (1) — Debit  Cash  Account  whenever  the  business  re- 

ceives money,  and 
(2) — At'the  same  time,  credit  another  account. 

B.  (1) — Credit   Cash  Account   for   all  disbursements  of 

money,  and 
(2) — ^At  the  same  time,  dehit  another  account. 

It  is  also  clear  that  the  system  of  bookkeeping  em- 
ployed, because  of  the  fact  that  entries  for  each  transac- 
tion involve  two  accounts  at  least,  is  logically  styled  Double 
Entry  Bookkeeping.  Sooner  or  later,  the  basic  principle 
of  the  system  is  formulated : 

C. — Debits  and  credits  of  equal  amount  must  result 
from  each  transaction. 

Expense  Account. — ^Following  upon  the  student's  ap- 
preciation of  the  essential  difference  between  a  purchase 
of  merchandise  and  one  of  postage  stamps,  Expense  Ac- 
count is  properly  introduced.  Its  purpose  is  to  record 
the  expenses  of  the  business,  while  Merchandise  Account 
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fa  reserved  for  the  recording  of  goods  bought  to  be  sold 
again.  No  new  rules  for  debiting  and  crediting  Expense 
Account  are  necessary,  because  it  is  one  of  the  many  ac- 
counts summed  up  under  "another  account"  of  A  (2) 
and  B  (2),  previously  learned. 

Proprietor's  Account. — The  account  with  the  proprie- 
tor is  frequently  presented  out  of  its  logical  order,  so  as 
to  make  the  transactions  appear  more  real.  This  account 
affords  no  undue  difficulty  at  this  point,  however.  Con- 
sider this  transaction:  L.  M.  Rollins  commences  business 
by  investing  cash  amounting  to  $2,500.00,  As  money  is 
received  by  the  business.  Cash  Account  must  be  debited — 
A  (1),  and  "another  account"  must  be  credited — A  (2). 
The  only  other  account  available  is  that  of  the  proprietor^ 
hence,  the  entry  becomes: 


Cash 


L.  M.  Rollins,  Proprietor 


$2,500.00 


$2,500.00 


Personal  Accounts. — The  next  transaction  to  greet 
the  beginner  is  very  likely  to  be  a  sale  on  account.  Most 
students  readily  grasp  the  difference  involved  in  the  fol- 
lowing transactions: 

Sold  to  T.  L.  Powers,  five  barrels  Flour  at  $9.00,  for  cash. 
Sold  to  T.  L.  Powers,  five  barrels  Flour  at  $9.00,  on  account. 

The  first  transaction  results  in  a  debit  to  Cash  Account 
and  a  credit  to  Merchandise  Account.  Though  it  is  clear 
that  Merchandise  Account  is  properly  credited  in  the  sec- 
ond transaction  also,  Cash  Account  is  not  involved,  and 
so  should  not  be  debited.  But,  by  the  basic  principle  of 
Double  Entry  bookkeeping  (C),  every  transaction  must  re- 
sult in  debits  and  credits  of  equal  amount.     So,  besides 
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crediting  Merchandise  Account,  another  account  must  be 
debited.  But  what  shall  be  its  title?  None  better  than 
"T.  L.  Powers'  Account"  can  be  suggested.  When  T.  L. 
Powers  pays  us  his  debt,  Cash  Account  will  be  debited  and 
his  account  credited.  It  is  not  believed  that  any  space,  in 
this  brief  resume,  need  be  devoted  to  buying  on  account. 

As  a  result  of  the  foregoing,  it  should  be  observed  that 
debiting  and  crediting  might  be  accomplished  by  a  sort  of 
substitution  device. 

D.  The  Substitution  Device: 

"Whenever  a  transaction  does  not  involve  cash,  as- 
sume that  it  does ;  proceed  to  debit  and  credit  accordingly ; 
then  substitute  for  Cash  Account  the  name  of  the  new  ac- 
count involved.  As  a  matter  of  practice,  though,  the 
general  rule  of  debiting  some  account  for  all  value  received 
and  crediting  some  other  account  for  all  value  parted 
with  is  sufficient. 

The  Trial  Balance. — ^Bookkeepers  employ  a  simple 
test  for  the  probable  correctness  of  their  accounts.  They 
realize  that,  inasmuch  as  each  entry  has  resulted  in  debits 
and  credits  of  equal  amount,  the  total  of  all  the  debits 
should  equal  the  total  of  all  the  credits.     In  so  finding, 

Trial  Balance  of  L.  M.  Rollins 

February  28,  1913 


L.F. 

1 

5 

9 

16 

18 

19 

20 

30 

31 

33 


L.  M.  Rollins,  Proprietor 

Cash 

Expense 

Merchandise 

L.  T.  Jones 

M.T.Smith 

R.  M.  Thomas 

T.  L.  Billings 

R.  Jones  &  Co 

M.  Failor&Son , 


250  OC 
3,85000 

175  00 
4,000  00 

.500|00 
1,700100 
2,.50000 
2,000  00 

300  00 

225  00 

15,500  00 


3,000 
2,300 

4,700 

500 

1,000 

2,500 
1,000 


00 
00 

00 
00 
00 

00 

00 


500  00 
15,500  00 
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they  employ  this  mathematical  axiom : ' '  The  sums  of  equals 
are  equal." 

A  proof  of  this  kind,  called  a  Trial  Balance,  is  shown 
on  the  previous  page. 

It  is  not  customary,  however,  to  "make"  this  sort  of 
a  proof — the  Trial  Balance  of  totals.  Because  men  are 
more  interested  in  knowing  the  balance  of  cash,  rather 
than  the  total  received  and  the  total  disbursed;  because 
they  care  more  about  how  much  Smith  owes  than  about  the 
total  of  his  purchases  and  the  total  of  his  payments,  a 
Trial  Balance  of  differences  or  balances  is  almost  univer- 
sally employed,  and  it  is  called  The  Trial  Balance. 

The  Trial  Balance  taken  from  the  same  set  of  books 
as  the  previous  one  follows: 

*     Trial  Balance  of  L.  M.  Rollins 

February  28,  1913 


1 

L.  M.  Rollins,  Proprietor 

1,550 
175 

700 
2,500 

00 
00 

00 
00 

2,750 

700 

500 
700 
275 

00 

5 

Cash 

9 

Expense 

16 

Merchandise 

00 

19 

M.  T.  Smith 

20 

R.  M.  Thomas 

30 

T.  L.  BiUings 

00 

31 

R.  Jones  &  Co 

00 

33 

M.  Failor  &  Son 

00 

4,925 

00 

4,925 

00 

The  fact  that  the  totals  of  the  balances  of  all  the  ac- 
counts agree  is  simple  of  explanation.  It  is  based  upon  the 
mathematical  axiom  that  when  "equals  are  subtracted 
from  equals  the  results  are  still  equal."  To  illustrate: 
The  sum  of  the  debit  column  in  the  Trial  Balance  of  totals 
is  $15,500.00.  If  from  this  amount  we  arbitrarily  deduct 
$500.00  the  sum  becomes  $15,000.00.  But  this  result  is 
accomplished  by  omitting  the  closed  account  of  L.  T.  Jones. 
Now,  if  we  should  deduct  $2,300.00  from  the  debit  and 
credit  totals,  both  sides  would  still  be  equal  to  each  other. 
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Instead  of  so  deducting  this  sum  from  the  totals,  let  us 
subtract  it  from  each  side  of  the  Cash  account.  The  debit 
side  becomes  $1,550.00,  the  credit  side  zero.  This  is  simi- 
lar to  what  has  been  done  in  order  to  establish  the  bal- 
ances of  the  accounts  shown  in  The  Trial  Balance ;  that  is, 
the  amount  of  the  lesser  side  has  been  subtracted  from 
both  sides. 

An  acceptable  definition  of  The  Trial  Balance,  then, 
is  this :  The  Trial  Balance  is  a  summary  of  all  the  balances 
of  all  the  accounts. 

Progress  of  the  Business.—rSooner  or  later,  the  stu- 
dent asks  himself  why  books  are  kept.  The  most  succinct 
answer  is  that  they  enable  one  to  ascertain  how  the  busi- 
ness is  getting  along,  that  is,  its  progress,  and  also  how 
much  the  business  is  worth,  that  is,  its  condition. 

After  making  reasonably  sure  that  the  books  are  cor- 
rect by  taking  a  Trial  Balance,  it  is  desirable  that  we 
learn  how  much  was  made  or  lost.  It  is  a  common  prac- 
tice to  determine  these  facts  by  means  of  a  Statement  of 
Profits  and  Losses.  Thus,  the  Merchandise  Account  may 
show  that  we  bought  goods  costing  $4,000.00,  and  sold 
them  for  $4,700.00,  thereby  gaining  $700.00.  But  $700.00 
is  not  the  true  or  net  profit,  because  we  may  find  that  in 
order  to  sell  these  goods  we  incurred  expenses,  or  suf- 
fered losses,  amounting  to  $175.00.  The  net  profit  is  the 
difference  between  $700.00  and  $175.00,  $525.00.  A  very 
simple  form  of  Statement  follows: 

Statement  of  Profit  and  Loss  of  L.  M.  Rollins 

FOR  THE   PERIOD  ENDING   FEBRUARY   28,    1913 


Merchandise  sold  for .  . 
Merchandise  cost 

Profit  on  Merchandise. 
Less  Expenses 

Net  Profit 


4,700 
4,000 


700  00 
17500 


525  00 
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Condition  of  the  Business. — The  proprietor  of  a  busi- 
ness is  interested  not  only  in  its  progress,  but  also  in  its 
condition.  In  other  words,  he  wishes  to  know  how  much 
his  business  is  worth. 

A  common-sense  solution  suggests  itself.  If  the  pro- 
prietor invested  a  certain  sum  of  money  this  sum  plus 
the  net  profit  equals  the  present  value  of  the  business.  A 
form  follows: 

Statement  of  Condition  of  L.  M.  Rollins 

February  28,  1913 


Investment      

3,000 
250 

00 

Less  withdrawal  

00 

Net  Investment 

2,750 
525 

00 

Add  net  profit,  as  per  Statement  of  Profit  and  Loss 

00 

Present  Worth  (net  capital) 

3,275 

00 

Statement  of  Assets  and  Liabilities. — Though  the 
Statement  of  Condition  determines  the  net  capital,  an- 
other form  is  almost  invariably  employed,  while  the  one 
in  question  is  used  as  a  proof  of  the  other's  correctness. 
The  other  one  is  often  called  a  Statement  of  Assets  and 
Liabilities. 

As  the  proprietor's  capital  is  the  difference  between 
what  he  owns  and  what  he  owes,  the  Statement  assumes  a 
form  wherein  all  the  items  representing  values  owned  by, 
or  due  to,  the  business  are  grouped,  and  their  total  com- 
pared with  a  similar  group  of  the  concern's  debts,  ttie  dif- 
ference representing  the  net  business  capital.  Such  a 
Statement  is  shown  on  the  following  page. 

The  Journal. — Experience  has  taught  us  that  it  is  not 
a  safe  plan  to  make  entries  in  the  accounts  without  some 
intermediate  step.  A  simple  and  quite  universal  prelim- 
inary step  consists  of  arranging  the  items  to  be  debited 
and  credited,  in  an  arbitrary  way,  so  as  to  indicate  which 


ELEMENTS   OF  ACCOUNTING 


Statement  of  Assets  and  Liabilities  of  L.  M.  Rollins 

AS  OF  February  28,  1913 
Assets  Liabilities 


Cash 

M.  T.  Smith.  . 
R.  M.Thomas. 


Total  Assets . .  . 


1,550 

700 

2,500 


4,750 


4,750 


00 


00 


T.  L.  Billings .  . . 
R.  Jones  &  Co.  . 
M.  Failor&Son. 


Total  Liabilities. . 
Capital: 
L.   M.   Rollins,   net 
capital 


50000 
70000 
275  00 


1,475 


3,275  00 


00 


4,75000 


account  is  to  be  debited,  which  credited,  and  for  how 
much.  The  process  of  so  indicating  is  termed  journaliz- 
ing, and  the  book  wherein  the  indication  is  recorded  is 
called  the  Journal.  Entries  in  the  Journal  for  an  invest- 
ment, a  purchase,  an  expense  item,  and  a  sale,  respectively, 
are  now  illustrated : 

January  2,  1913 


Cash 

To  L.  M.  Rollins,  Proprietor 
3 

Merchandise 

To  Cash 

3 

Expense 

To  Cash 

4 

Cash 

Merchandise 


3,000 

800 

75 

450 


3,000 

800 

75 

450 


00 
00 
00 
00 


The  entries  are  read  in  order: 

Cash  to  L.  M.  Rollins,  Proprietor,  $3,000.00 ;  Merchan- 
disc  to  Cash,  $800.00;  Expense  to  Cash,  $75.00;  Cash  to 
Merchandise,  $450.00.  The  word  "to"  is  very  generally 
omitted  in  bookkeeping,  but  accountants  use  it  more  fre- 
quently,  and  it  is  included  here  for  the  latter  reason. 
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Even  if  omitted  the  entries  are  read  as  though  "to"  had 
been  employed. 

But  it  must  not  be  forgotten  that  the  Journal,  as  thus 
employed,  serves  simply  to  indicate  the  final  result  in  the 
Ledger  accounts.  Hence,  journalizing  is  an  incomplete 
operation;  the  work  must  be  posted.  Posting  consists  of 
transferring  the  items  from  books  such  as  the  Journal  to 
accounts.  A  more  satisfactory  definition,  developed  later 
in  the  study  of  bookkeeping,  is  that  it  consists  of  trans- 
ferring items  from,  books  of  original  entry  to  books  of 
subsequent  or  final  entry. 

To  the  Journal  entries,  as  previously  shown,  there  is 
usually  added  a  concise,  but  complete,  explanation  of  the 


January  2,  1913 


Cash  Investment  in  Flour 

To  L.  M.  RoUins,  and  Grain  business 

Prop.  at    43    Front    St., 

Brooklyn,  N.  Y... 


Merchandise 
To  Cash 


Expense 
To  Cash 


Cash 
To  Merchandise 


Bot.  of  T.  Jones 
Milling  Co.,  100 
bbl.  Flour  @  $8.00 


P'd.   January  rent 
of  store  


Sold  to  Harlem  Gro- 
cery Co.,  50  bbl. 
Flour,  $9.00 


3,000 


800 


75 


450 


00 


00 


00 


00 


3,000 


800 


75 


450 


00 


00 


00 


00 


transaction  which  resulted  in  the  various  entries.  The  ex- 
planation is  practically  a  statement  of  the  transaction. — 
a  statement  which  at  one  time  was  invariably  recorded  in 
a  Day-hook.    Thus,  the  Journal  becomes  a  combined  Day- 
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book-Journal,  but  bookkeepers  always  refer  to  it  as  the 
Journal. 

The  Journal  page,  previously  shown,  with  the  Day- 
book element  combined,  appears  as  on  the  preceding  page. 

A  word  of  advice  regarding  the  content  of  an  original 
entry  is  in  order.  Each  explanation  must  be  concise,  but, 
more  important  still,  it  must  be  absolutely  clear,  so  that 
it  shall  be  self-explanatory.  If  the  bookkeeper  must  be 
called  in  to  elucidate  it,  it  lacks  the  requisite  clearness. 

Notes. — Instead  of  selling  goods  for  cash,  or  on  ac- 
count, we  may  sell  them  "on  a  note."  For  example,  on 
April  4,  we  sold  to  T.  H.  Hooper  50  bbl.  flour  at  $9.00, 
on  his  one-month  note.  By  the  aid  of  the  rules  previously 
developed,  we  decide  that  the  entry  is  almost: 

Cash  $450.00 

To  Merchandise  $450.00 

Substituting  "notes"  for  cash,  according  to  the  substitu- 
tion device,  or,  better,  because  note,  not  cash,  was  receiveu, 
the  entry  becomes : 

Notes  $450.00 

To  Merchandise  $450.00 

But  it  is  customary  to  call  such  notes  "Notes  Receivable," 
though  many  bookkeepers  have  been  taught  to  term  them 
"Bills  Receivable."    The  corrected  entry  is: 

Notes  Receivable  $450.00 

To  Merchandise  *  $450.00 

"When  the  note  is  redeemed  (paid),  the  following  entry  is 
made : 

Cash  $450.00 

To  Notes  Receivable  $450.00 
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Purchases  of  goods  on  our  note  are  treated  similarly. 
The  entry  for  an  $800.00  purchase  is: 

Merchandise  $800.00 

To  Notes  Payable  $800.00 

When  we  pay  this  note,  the  entry  is: 

Notes  Payable  $800.00 

To  Cash  $800.00 

As  a  rule,  the  note  is  not  given  or  received  contem- 
poraneously with  the  purchase  or  sale  but  at  some  subse- 

Januaky  12,  1913 


Merchandise 

To  F.  M.  Moreland  &  Co 

Bo't    on  acct. 

200  bbl.  Flour $8.00 

31 

F.  M.  Moreland  &  Co 

To  Notes  Payable 

Gave  my  60-day  note  in  full  of 
invoice,  1/12/13. 

March  31 

Notes  Payable 

To  Cash 

Paid  my  note  of  1/31/13,  in  favor 
of  F.  M.  Moreland  &  Co. 

January  12,  1913 


1,600 


1,G00 


1,600 


00 


00 


00 


1,600 


1,600 


1,600 


00 


00 


00 


L.  C.  Luce  &  Sons 

To  Merchandise 

Sold  on  acct. 

100  bbl.  Flour ' $9.00 

22 

Notes  Receivable 

To  L.  C.  Luce  &  Sons 

Received  their  one-month  note  in 
full,  1/12/12. 

February  22 

Cash 

To  Notes  Receivable 

F.  C.  Luce  &  Sons  paid  their  note 
of  1/22,  our  favors. 


900 


900 


900 


00 


00 


00 


900 


900 


900 


00 


00 


00 
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quent  time.     The  Journal  entries  on  the  preceding  page 
are  self-explanatory. 

The  Sales  Book. — Modern  business  has  found  that 
specialization  serves  it  well.  Not  only  is  this  fact  true 
in  the  industrial  and  economic  world  of  action,  but  also 
in  the  recording  of  the  facts.  A  simple  application  of  the 
principle  of  specialization  as  applied  to  bookkeeping  is 
found  in  the  Sales  Journal,  commonly  known  as  the  Sales 
Book.  Instead  of  expressing  the  credit  to  Merchandise 
Account  every  time  a  sale  is  made,  another  device  is  em- 
ployed. The  following  illustration  should  make  this  point 
clear : 

Sales 
January  3,  1913 


T.  M.  Hopkins,  on  account 

20  bbl.  Flour 

50  bu.  Wheat 

100  bu.  Oats 

5 
C.  R.  Rover  &  Co.,  2/10,  n/30 
1,000  bu.  Wheat 

7 
H.  B.  Burr  &  Sons,  30  days 

100  bu.  Wheat 

50  bu.  Oats 

Total  sales 


OS 


180 
55 
40 


111 
22 


275 


1,080 


133 


1,488 


00 
00 

00 
00 


The  reader  knows  that,  as  a  result  of  the  sale  to  Hop- 
kins, his  account  should  be  debited,  and  Merchandise  Ac- 
count credited.  If  expressed  in  the  ordinary  Journal 
form,  the  intention  would  be  absolutely  clear.  But  how- 
soever expressed,  the  result  in  the  Ledger  accounts  must 
be  the  same.  Posting  from  the  Sales  Book  is  therefore  in- 
dicated:— charge  the  buyer  with  the  amount  of  his  pur- 
chase, and  credit  Merchandise  Account  for  the  same  amount. 
Instead  of  crediting  the  latter  account  each  time,  however. 
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it  is  better  to  credit  the  total  of  sales  for  a  given  period, 
say  a  month,  to  Merchandise  Account.  It  should  be  clear 
that  in  so  doing  the  equilibrium  demanded  by  the  basic 
principle  of  Double  Entry  bookkeeping  is  observed,  for  the 
single  item  posted  to  the  credit  of  Merchandise  Account  is 
equal  to  the  sum  of  the  items  posted  as  debits  to  the  indi- 
vidual accounts  of  the  various  buyers. 

The  Purchase  Book. — This  book  need  not  detain  us 
in  the  present  brief  summary.  The  Sales  Book  becomes  a 
Purchase  Book  if  there  be  substituted  for  the  word 
*' Sales"  in  the  former  the  word  "Purchases."  The  only 
other  change  aifects  posting.  Each  seller  is  credited  for 
the  amount  of  the  individual  invoice,  while  Merchandise 
Account  is  debited  for  the  total. 

The  Cash  Book. — Just  as  the  Sales  Book  and  the 
Purchase  Book  have  appealed  to  business  men,  because  of 
the  greater  efficiency  in  virtue  of  the  fact  that  similar 
original  ^try  items  might  be  segregated  and  postings  cur- 
tailed, so  has  the  Cash  Journal,  the  so-called  Cash  Book, 
come  to  stay.  The  brief  remarks  to  be  made  will  be  clearer 
if  reference  is  made  to  a  few  items  in  a  sample  Cash  Book. 

Two  adjoining  pages  are  employed  for  the  Cash  Book. 
The  left-hand  side  is  reserved  for  receipts,  the  other  for 
disbursements.  The  column  headings  should  make  ex- 
planations of  the  page  divisions  needless  for  the  reader. 
If  the  ordinary  Journal  were  employed,  the  entry  of  Jan- 
uary 2d  would  clearly  indicate  that  the  Cash  Account  was 
to  be  debited,  and  the  account  of  T.  R.  Rollins,  Prop.,  cred- 
ited. The  present  device  has  the  same  ultimate  purpose, 
and  should  be  so  interpreted.  Every  other  item  in  the 
Cash  Book  may  be  cast  into  the  first  Journal  form,  but  to 
no  purpose.  It  might  lead  to  the  conclusion,  often  re- 
ferred to  as  the  rule  for  posting  from  the  Cash  Book,  that 
the  receipt  side  items  should  be  posted  to  the  credits  of 
the  accounts  shown,  the  payment  side  items  to  the  debits 
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Cash  Book 

Cash  Receipts 


Date 

L.F. 

Acct.  to  be  Credited 

Explanation 

Amount 

1913 
Jan. 

2 
15 
27 

T.  R.  Rollins,  Prop. 
P.  Pyre 

Mdse. 

Investment 
On  acct. 
Cash  sale 

s.oooloo 

350  00 
25  00 

3,376 

00 

3,375 

00 

Cash  Book 

Cash  Payments 


Date 

LJ-. 

Acct.  to  be  Debited 

Explanation 

Amount 

1913 
Jan. 

4 
16 
28 
31 

Expense 
Expense 
C.  C.  Cole 
Expense 

*  Balance 

Jan.  rent 
Books,  etc. 
In  full,  inv.  Vi 
Salaries 

75 

18 

400 

80 

00 
00 
00 
00 

573 

2,802 

00 

00 

3,375 

00 

*  Frequently  in  red  ink. 

of  the  individual  aceoimts  shown.  For  the  posting  from 
the  debit  side  of  the  Cash  Book  to  the  individual  credits, 
we  have,  in  this  ease,  a  debit  to  Cash  Account  of  $3,375.00. 
Similarly,  we  have  a  credit  to  Cash  Account  of  $573.00 
to  offset  the  debits  to  the  accounts  listed  on  the  payment 
side.  Sometimes  bookkeepers  do  not  keep  a  Cash  Account, 
so,  instead  of  posting  the  totals  to  the  Cash  Account  in 
the  Ledger,  they  employ  the  Cash  Book  as  the  Cash  Ac- 
count also.  In  such  cases  the  book  is  a  combined  book 
of  original  entry  and  a  book  of  final  entry. 

General  Rule  for  Journalizing. — ^An  examination  of 
many  entries,  whether  appearing  in  the  Journal  or  in 
other  books  of  original  entry,  themselves  only  specialized 
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Journals  or  posting  indicators,  will  lead  to  the  conclusion 
expressed. before,  that  rules  A  (1),  A  (2),  B  (1),  B  (2), 
C,  and  D  (pages  2  and  4)  may  be  reduced  to  a  more  gen- 
eral formula  still,  viz. : 

Debit  the  account  which  receives  value  or  is  benefited; 
credit  the  account  which  gives  value  or  gives  benefits. 

The  reader  is  supposed  to  be  familiar  with  the  appli- 
cation of  the  rule  to  the  more  obvious  cases.  Let  us  ex- 
amine two  instances  apparently  contradictory: 

1.  Received  $5.00  interest  on  a  loan. 

A  hasty  answer  would  be  to  debit  Interest  Account,  be- 
cause interest  was  received.  Closer  inspection  will  reveal 
that  the  statement  of  the  transaction  should  be  recast  so 
as  to  read,  "Received  $5.00  in  cash  for  interest  (use  of 
money),"  etc.    The  entry,  then,  is  simple, enough: 

Cash  $5.00 

To  Interest  $5.00 

2.  Paid  my  note  due  to-day,  $1,000.00.  This  is  an 
idiomatic  expression  for  the  more  literal  "Paid  $1,000.00 
cash  in  order  to  redeem  my  note,"  etc.  The  entry  is  as 
easy  as  the  first: 

Notes  Payable  $1,000.00 

To  Cash  $1,000.00 

Inventories. — At  any  given  moment  of  time,  when  it 
is  required  to  ascertain  the  condition  and  progress  of  the 
business,  it  is  necessary  to  take  into  consideration  certain 
facts  not  shown  by  the  books.  For  instance,  the  Mer- 
chandise Account  shows  the  total  purchases  and  total  sales, 
but  not  the  value  of  the  goods  still  unsold.^  The  method 
of  ascertaining  this  value  consists  of  listing  the  goods  left 

'  The  accountant 's  criticism  of  this  account  will  be  found  in 
Chapter  II. 
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and  placing  a  price  upon  them,  usually  the  cost  price. 
The  profit  on  merchandise  is  then  found  as  follows: 


Total  Sales 

8,300 
1,800 

00 
00 

8,000 
6,500 

00 

Total  Purchases 

Less  coat  of  goods  unsold 

Cost  of  goods  sold 

* 

00 

Profit  on  goods  sold 

1,50000 

Expense  Account  is  another  example  of  an  account 
which  does  not  usually  tell  the  whole  truth  at  the  time  it 
is  desired  to  learn  the  net  profit  for  a  given  period.  It 
shows  the  amount  of  money  spent,  hut  not  the  cost  or 
value  of  the  expenses  actually  consumed.  Thus,  if  an  in- 
surance policy  to  run  three  years,  and  costing  $75.00,. 
has  been  paid  for  at  the  beginning  of  the  present  year, 
it  is  evident  that  only  one-third  of  the  amount  actually 
spent  should  be  regarded  as  expenses  of  the  current  year. 
This  statement  is  equally  applicable  to  other  expense  items,, 
bought  and  paid  for  during  the  year  under  review,  but 
not  entirely  consumed.  The  loss  due  to  expense  is  there- 
fore found  by  modifying  the  Expense  Account  of  the 
Ledger : 


Expense,  as  per  Trial  Balance. . . 

Less  unexpired  insurance 

"     unconsumed  coal 

Loss  due  to  Expense  Account . . . 

50 
37 

00 
00 

380 
87 

00 
00 

293 

00 

Profit  and  Loss  Statements,  containing  items  similar 
to  Merchandise  Account  and  Expense  Account,  as  shown 
above,  will  be  found  in  Chapters  VII  and  IX. 

Closing  the  Books. — The  Statement  of  Profit  and  Loss 
and  the  Statement  of  Assets  and  Liabilities  are  sho\Mi  on 
sheets  not  part  of  the  books.     It  is  almost  invariably  de- 


THE   FOUNDATION— BOOKKEEPING  17 

sired  to  incorporate  in  the  books  the  findings  of  these  ex- 
hibits. The  process  of  so  doing  is  known  as  closing  the 
books.  It  consists  essentially  of  two  steps:  closing  the  ac- 
counts showing  a  profit  or  a  loss  into  an  account  called 
Loss  and  Gain  Account,  or  Profit  and  Loss  Account,  opened 
for  the  occasion;  and  the  transfer  of  the  net  profit  or  the 
net  loss  to  the  Proprietor's  Account. 

The  methods  employed  by  the  bookkeeper  in  closing 
the  books  will  not  be  presented.  The  accountant's  method 
will  be  shown  and  discussed  in  Chapters  VII  and  IX. 

Conclusion. — The  purpose  of  this  chapter,  as  already 
stated,  was  briefly  to  outline  the  content  of  a  short  book- 
keeping course,  so  as  to  review  the  subject  preparatory  to 
the  study  of  accounting  proper.  Details  implied  by  the 
matter  thus  outlined,  or  closely  connected  with  it,  will  be 
found  in  Chapter  III. 

Exercises  for  study  have  not  been  appended,  because 
it  is  not  the  primary  purpose  of  this  book  to  give  drills 
in  bookkeeping.  But,  in  order  to  show  the  application 
of  accounting  to  bookkeeping,  Chapter  III  will  deal  with 
advanced  bookkeeping. 

Summary- 
Bookkeeping  is  the  art  of  systematically  recording  busi- 
ness transactions.     The  purpose  of  the  records  is  to  dis- 
close the  condition  and  the  progress  of  the  business. 

Two  types  of  books  are  employed:  books  of  original 
entry  and  books  of  subsequent  or  final  entry.  The  first 
kind  records  the  transactions  and  classifies  them  by  the  use 
of  rules  for  journalizing,  so  as  to  indicate  clearly  the  re- 
sult in  the  latter.  The  process  of  transferring  to  the 
latter  is  known  technically  as  posting. 

After  posting  has  been  accomplished,  the  accuracy  of 
the  operation  is  tested  by  means  of  a  Trial  Balance,  a 
summary  of  all  the  balances  of  all  the  accounts. 
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The  progress  is  disclosed  by  means  of  a  Profit  and 
Loss  Statement.  The  Statement  of  Assets  and  Liabilities 
shows  the  condition  of  the  business.  A  simple  mathemati- 
cal proof  is  available  whereby  to  test  the  correctness  of 
either  Statement  by  means  of  the  other. 

Inasmuch  as  the  Statements  just  referred  to  are  ex- 
hibits not  in  the  books  themselves,  it  is  customary  to  in- 
corporate their  findings  in  the  books  by  the  process  known 
as  closing  the  books. 


CHAPTER  II 
ACCOUNTING 

It  is  not  an  easy  task  to  differentiate  between  book- 
keeping and  accounting.  The  object  of  this  chapter  is 
to  impart  an  understanding  of  what  is  meant  by  the  noun. 
accountancy.  The  accomplishment  of  this  aim  will  be  at- 
tempted in  two  ways:  first,  to  tell  about  the  functions  of 
the  accountant ;  and,  second,  to  present  a  few  of  the  tech- 
nical differences  between  accounting  and  bookkeeping. 

The  Accountant  is  not  an  expert  bookkeeper,  thoughl 
he  is  thoroughly  conversant  with  the  work  and  the  duties 
of  the  latter.  The  accountant  is  often  called  upon  to  in- 
stall a  system  of  books.  When  he  does  so  his  ideal  is  maxi- 
mum of  information  for  minimum  of  effort.  After  the 
accountant  installs  the  system,  the  bookkeeper  "keeps  the 
books,"  that  is,  he  records  in  them  the  transactions  as  they 
occur,  posts  the  items,  and  finally  "takes"  a  Trial  Bal- 
ance. Often,  at  this  point,  the  accountant  is  again  called 
in  to  audit  the  work  of  the  bookkeeper.  This  sort  of  audit- 
ing is  essentially  a  review  of  the  bookkeeping  to  establish 
its  correctness.  It  is  also  usual  for  the  accountant  to  pre- 
pare the  Profit  and  Loss  Statement  and  the  Balance  Sheet. 

In  our  country,  many  accountants  are  either  public  ac- 
countants or  certified  public  accountants.  Both  hold  them- 
selves out  for  engagement  by  the  community.  The  latter 
are  public  accountants  whose  ability  has  been  attested  to 
by  certain  state  officials,  and  who  have  .received  the  degree 
of  certified  public  accountant  (C.  P.*  A.).  These  are  gen- 
erally recognized  as  the  truly  professional  men.     The  stu- 

19 


20  ELEMENTS   OF  ACCOUNTING 

dent  should  not  rest  content  until  he  has  attained  the  high- 
est goal  which  awaits  hira  in  his  chosen  field. 

Specialization,  so  apparent  all  about  us,  has  not  been 
entirely  impotent  in  the  field  of  accountancy.  The  work 
is  already  somewhat  divided  among  specialists,  though,  as 
yet,  this  is  the  exception  rather  than  the  rule.  Cost  ac- 
countants are  specialists  who  devise  means  whereby  may 
be  ascertained  the  cost  of  producing  units  of  commodities 
or  service.  Systematizers  are  engaged  in  so  organizing  the 
accounting  of  a  concern  as  to  give  most  satisfactory  re- 
sults. Efficiency  engineers,  interested  in  the  factory  as 
well  as  in  the  records,  are  ever  coming  into  greater  promi- 
nence. The  so-called  "business  doctor,"  the  all-around 
expert  accountant,  is  consulted  whenever  unusual  business 
situations  arise.  The  consulting  accountant  is  the  man 
of  long  and  varied  experience,  whose  advice  is  sought  by 
the  younger  practitioner. 

Before  we  go  to  the  technical  side  of  the  subject  it 
is  well  that  we  do  not  deceive  ourselves.  It  is  not  the 
intention  of  this  book  to  make  of  the  reader  an  expert 
accountant.  Enough  will  have  been  accomplished  if  the 
foundation  for  the  more  advanced  study  shall  have  been 
laid,  and  if  the  appetite  shall  have  been  whetted  for  such 
advanced  work.  And,  moreover,  accounting  is  a  single 
one,  though  the  major  one,  of  the  many  subjects  in  which 
the  student  must  be  trained  before  he  shall  be  deemed  pro- 
ficient in  his  profession. 

Distinctions  between  Bookkeeping'  and  Accounting. — 
There  are  several  technical  distinctions  between  book- 
keeping and  accounting,  among  which  are  the  following : 

1.  Cla-ssification  of  Accounts. — ^The  reader  is  probably 
familiar  with  certain  classifications  of  accounts.  Some 
bookkeeping  texts  group  them  into  two  classes,  namely, 
accounts  of  business  and  accounts  of  finance.  Others  di- 
vide all  accounts  into  those  showing  "gains  or  losses  and 
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those  showing  assets  or  liabilities.  These  are  not  the  only 
divisions  in  use,  but  we  do  not  propose  to  exhaust  the  list. 

Many  accountants  employ  an  entirely  different  classifi- 
cation. They  divide  accounts  into  two  classes:  Personal 
and  Impersonal.  The  former  comprises  accounts  with 
debtors,  with  creditors,  and  with  the  proprietors  in  unin- 
corporated concerns.  Impersonal  Accounts  are  divided 
into  Real  Accounts  and  Nominal  Accounts.^  Real  Ac- 
counts include  assets  and  liabilities,  while  Nominal  Ac- 
counts correspond  to  the  profit  and  loss  accounts  of  the 
more  familiar  classification. 

Examples  of  the  group  of  personal  accounts  have  al- 
ready been  presented.  Illustrations  of  Real  Accounts 
(from  the  Latin,  res,  a  thing,  something  tangible)  are 
Cash,  Real  Estate,  Machinery,  Fixtures,  Merchandise,  In- 
ventory, Investments,  Notes  Payable,  Mortgages,  etc.  Nom- 
inal Accounts  (from  the  Latin  nomen,  a  name,  hence 
verbal,  not  real)  include  Interest,  Expense,  Discount, 
Wages,  Salary,  Freight,  Advertising,  Purchases,  Sales,  etc. 

The  value  of  classifications,  such  as  those  under  con- 
sideration, lies  in  the  fact  that  whatever  we  learn  regard- 
ing the  general  qualities  of  any  individual  account  is 
equally  applicable  to  all  the  other  accounts  in  the  group. 
Hence,  classification  is  simply  a  means  making  for  the 
more  economical  employment  of  the  memory.  Practical 
applications  of  the  value  of  the  classifications  will  be  found 
in  Chapter  IV  and  in  Chapters  VII  and  IX. 

2.  Capital  versus  Revenue. — The  bookkeeper  insists 
that,  for  every  transaction,  the  debit  and  credit  entries 
shall  be  equal  in  amount.  The  accountant  is  no  less  exact- 
ing in  insisting  upon  this.  But,  in  such  transactions  as 
the  following,  the  difference  in  mental  attitude  is  revealed : 

*  Except  in  changing  from  single  entry  to  double  entry  (see 
Chapter  IV),  the  functional  classification  into  Asset  and  Liability 
Accounts  and   into  Profit'  and  Loss  Accounts  is  the   more  useful. 
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(a)  Paid  $10.00  for  shoeing  horses. 

(b)  Paid  $200.00  for  painting  factory  building. 

In  the  first  case  the  bookkeeper  might  be  satisfied  with : 

Horses  and  Wagons  $10.00 

To  ^  Cash  $10.00 

and,  in  the  second,  with: 

Building  (or  Real  Estate)  $200.00 

To  Cash  $200.00 

because  the  equilibrium  between  debits  and  credits  has 
been  maintained,  so  that  the  Trial  Balance  will  "prove.** 

The  accountant,  on  the  other  hand,  while  insisting 
with  equal  emphasis  that  the  Trial  Balance  be  kept  cor- 
rect, has  a  more  important  goal  before  him.  He  has  in 
mind  the  Balance  Sheet.  He  realizes  that  if,  in  transac- 
tion (a),  above,  a  Capital  Account  like  Horses  and  Wagons 
be  charged  for  an  expense,  as  the  horses  grow  older 
and  less  valuable,  as  a  matter  of  fact,  their  book  value 
will  continue  to  increase.  As  a  result,  the  Balance  Sheet 
will  tend  to  show  the  worth  of  the  business  above  its  true 
figure.  So  also  in  the  second  case.  He  knows  that  to 
charge  Building  or  Real  Estate  will  tend  to  inflate  the 
value  of  the  asset  in  question.  Hence,  to  avoid  such  over- 
statement in  values  on  the  Balance  Sheet,  Stable  Expense 
Account  and  Repairs  Account,  respectively,  will  be 
charged. 

This  confusion  between  charges  to  capital  instead  of 
to  revenue,  that  is,  between  debits  to  a  Real  Account  instead 
of  to  a  Nominal  Account,  is  a  very  common  one.  The 
auditor  is  always  on  the  watch  for  it,  for,  in  the  past, 

*The  preposition  "to"  is  inserted,  not  because  it  is  essential, 
but  in  deference  to  the  renewed  custom  of  accountants. 
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it  has  been  responsible  for  much  confusion,  and  even  for 
fraud.  But  we  need  not  pursue  the  topic  any  further 
now,  as  the  reader  will  meet  with  it  again. 

3.  Merchandise  Account. — The  late  Professor  Sprague, 
in  his  lectures  at  the  New  York  University  School  of  Com- 
merce, Accounts,  and  Finance,  and  in  his  Philosophy  of 
Accounts,  pointed  out  the  fault  of  the  Merchandise  Ac- 
count as  often  kept.  On  the  debit  side  are  to  be  found 
the  inventory  at  the  beginning  of  the  period,  and  the 
purchases  and  return  sales  during  the  period;  on  the 
credit  side,  sales  and  return  purchases  during  the  period, 
and  the  inventory  at  the  end  of  the  period. 

If  the  amount  on  the  credit  side  is  greater,  the  differ- 
ence represents  a  profit  on  merchandise;  in  the  reverse 
case  there  is  a  loss. 

For  purposes  of  illustration  consider  the  following: 

Merchandise 


1913 
Jan. 
Dec. 


Inventory- 
Total  Purchases 
Total  Return  Sales 
Profit 


3,200 

9,000 

700 

2,100 


15.000 


1913 
Dec. 


31 


Total  Sales 
Total  Ret.Purchs. 
Inventory 


12,100 

500 

2,400 


15,000 


00 


Professor  Sprague 's  criticism  is  based  on  the  fact  that 
the  Merchandise  Account  as  shown  above  is  a  mixed  ac- 
count. It  is  apparent  that  the  inventories  deal  with  tan- 
gible things,  hence  they  are  included  among  Real  Ac- 
counts, while  purchases  and  sales,  return  purchases  and 
return  sales,  are  examples  of  Nominal  Accounts.  But  the 
objection  to  this  mixed  account  is  based  on  even  more 
practical  grounds.  In  order  to  find  what  the  percentage  of 
profit  has  been  the  account  must  be  recast. 

Thus,  the  cost  of  goods  sold  is  found  as  shown  on  the 
next  page. 
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Inventory  at  beginning 

Purchases $9,000.00 

Less  returns 500 .  00 

Less  inventory  at  present 

Cost  of  goods  sold 


The  proceeds  of  goods  may  be  determined  thus; 


Sales 

12,100 
700 

00 

Less  return  sales 

00 

Net  proceeds  of  goods  sold 

11,400 

00 

— 

$11,400.00  less  $9,300.00  =  12,100.00  profit  on  goods  sold. 
2,100 


9,300 


=  22%  gain  on  goods  sold. 


It  is  to  be  noted,  too,  that  the  information  just  found 
involves  a  greater  amount  of  labor  than  here  indicated, 
because  the  Merchandise  Account  in  any  given  case  will 
contain  many  more  items  than  shown  in  the  illustration. 

As  Professor  Sprague  put  it,  "an  account  which  has 
to  be  made  over  should  have  been  made  right  at  first." 

Criticism  should  not  be  merely  destructive.  It  should 
lead  to  improvement.  Instead  of  employing  the  conglom- 
erate account  under  discussion,  it  is  suggested  that  three 
accounts  be  substituted,  namely,  Merchandise  (Inventory), 
Purchases,  Sales. 

The  Merchandise  Account  is  a  Real  Account.  It  con- 
tains the  inventory  as  found  at  the  beginning  of  a  period, 
and  is  closed  into  Purchases.  The  Purchases  Account  is 
a  Nominal  Account,  showing  on  the  debit  side  the  pur- 
chases plus  the  inventory  transferred  from  Merchandise 
Account,  and,  on  the  credit  side,  the  purchases  returned. 
The  difference  represents  the  cost  of  goods  sold,  unless 
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some  goods  are  still  left.  When  goods  are  left,  the  amount 
of  the  inventory  must  be  deducted  by  crediting  the  Pur- 
chases Account;  the  difference  then  represents  the  cost  of 
goods  sold.  Sales  Account  is  credited  with  all  sales  and 
charged  with  all  goods  returned,  the  balance  being  the 
net  sales.  A  comparison  between  the  balance  of  this  ac- 
count and  that  of  Purchases  Account  reveals  the  gain  on 
merchandise. 

It  is  sometimes  advisable  to  keep,  in  addition  to  these 
three  accounts,  two  others.  Return  Sales  Account  and 
Return  Purchases  Account,  respectively,  are  the  titles  of 
the  other  two. 

What  to  do  when  the  books  contain  a  Merchandise  Ac- 
count remains  to  be  shown. 

4.  Reconstruction  of  the  Merchandise  Account. — ^In 
the  last  section  it  was  pointed  out  that  accountants  no 
longer  approved  of  the  mixed  Merchandise  Account,  but 
employed  in  its  stead  three  other  accounts.  These  are 
Merchandise  (Inventory)  Account,  Purchases  Account, 
and  Sales  Account.  When  the  accountant  organizes  a  set 
of  books  he  provides  for  the  modern  method  of  recording 
the  three  elements  which  formerly  entered  into  the  com- 
posite Merchandise  Account.  A  different  problem  con- 
fronts the  auditor  who  is  called  upon  to  investigate  a  set 
of  books  which  contains  the  old  mixed  account. 

If  the  books  are  to  be  closed  the  Merchandise  Account 
should  be  analyzed  as  shown  herewith: 

Merchandise 


1913 

1913 

June 

1 

Invegtment 

Jl 

1,000 

00 

June 

3 

Sales 

J2 

800  00 

4 

Purchases 

2 

500 

00 

6 

Sales 

3 

410  00 

6 

Purchases 

b 

1,000 

00 

6 

Pur.  returns 

3 

40  00 

8 

Sales  returns 

5 

50 

00 

8 

Pur.  returns 

5 

100  00 

15 

Purchases 

6 

2,000 

00 

13 

Sales 

5 

900 

00 

18 

Sales  returns 

6 

80 

00 

15 

Sales 

6 

750 

00 

24 

Sales  returns 

9 

65 

00 

17 

Sales 

6 

350 

00 

26 

Purchases 

12 

1,500 

00 

19 
25 
30 

Pur.  returns 

Sales 

Sales 

7 
11 
14 

25 

1,200 

825 

00 
00 
00 
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Let  us  assume  that,  as  a  result  of  posting  a  month's 
transactions,  the  Merchandise  Account,  with  explanations 
inserted  so  as  to  aid  us  to  understand  the  same,  is  as  above. 

If  we  wished  to  ascertain  our  profit  on  merchandise  it 
would  be  desirable  to  know  the  cost  of  goods  sold  and  the 
proceeds  of  sales.  To  find  the  cost  of  goods  sold  we  re- 
quire (at  least)  the  value  (a)  of  the  goods  on  hand  orig- 
inally, and  (6)  of  the  net  purchases.  But  the  amount  of 
net  purchases  is  not  very  easily  ascertainable.  In  this  case 
it  is  the  sum  of  $500.00,  $1,000.00,  $2,000.00,  $1,500.00,  less 
the  sum  of  $40.00,  $100.00,  $25.00,  or  $4,835.00.  The  pro- 
ceeds of  sales,  the  net  sales,  are  similarly  obtained.  From 
the  total  of  the  sales  we  must  deduct  the  total  of  the  re- 
turn sales,  that  is,  from  the  sum  of  $800.00,  $410.00, 
$900.00,  $750.00,  $350.00,  $1,200.00,  $825.00,  deduct  the 
sum  of  $50.00,  $80.00,  $65.00,  or  $5,040.00. 

It  should  be  clear  that,  in  actual  practice,  where  many 
more  items  would  be  found  and  where  the  explanation 
space  would  probably  not  be  filled  in,  the  task  just  com- 
pleted would  be  a  much  more  complicated  one.  For  this 
reason  accountants  advocate  the  employment  of  the  sepa- 
rate accounts  for  the  complex  Merchandise  Account.  The 
late  Professor  Sprague  used  an  unanswerable  argument  in 
favor  of  the  three  accounts  when  he  insisted  that  all  ac- 
counts should  begin  '  *  right. ' '  The  three  accounts  are  Mer- 
chandise Inventory  Account,  Purchases  Account,  and  Sales 
Account.^  If  these  three  had  been  employed  in  the  ex- 
ample given  we  should  have  had: 


Merchandise  Inventory 

1913 
June 

1 

Jl 

1,000 

00 

*The  terms  "Mdse.  Purchases  a/c"  and  "Mdse.  Sales  a/c"  are 
often  used  instead  of  the  last  two. 
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1913 

1913 

June 

4 

J2 

500 

00 

June 

6 

J3 

40 

00 

6 

3 

1,000 

00 

8 

5 

100 

00 

15 

6 

2,000 

00 

19 

7 

25 

00 

26 

12 

1,500 

00 

Sales 


1913 

1913 

June 

8 

J5 

50 

00 

June 

3 

J2 

800 

00 

18 

6 

80 

00 

6 

3 

410 

00 

24 

9 

65 

00 

13 
15 
17 
25 
30 

5 

6 

6 

11 

14 

900 
750 
350 
1,200 
825 

00 
00 
00 
00 
00 

Observe  how  easily  the  total  purchases  are  obtained 
from  the  debit  side  of  Purchases  Account  and  the  returns 
from  the  credit  side.  The  credit  side  of  Sales  Account 
supplies  the  total  sales  while  the  debit  side  shows  the  re- 
turns.   The  Inventory  Account  requires  no  comment. 

If,  however,  an  auditor  had  been  called  in  before  the 
close  of  the  fiscal  period,  so  that  the  books  are  not  to  be 
closed  but  are  to  be  continued,  his  task  would  be  a  more 
difficult  one.  He  would  have  to  analyze  the  Merchandise 
Account  as  already  shown,  and  in  addition  he  would  have 
to  substitute  for  it  the  modem  form. 

Let  us  take  as  our  example  the  Merchandise  Account 
shown  in  this  section,  and  proceed  to  show  how  to  adjust 
it  so  as  to  set  up  the  three  accounts  which  are  to  take  its 
place.  When  our  work  has  been  completed  the  old  account 
must  be  closed,  and  each  of  the  three  new  accounts  must 
show  the  amounts  which  the  analysis  disclosed. 

(a)  The  following  Journal  entry  will  set  up  the  inven- 
tory item  and  remove  it  from  the  Merchandise  Account : 
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Merchandise  (Inventory)  $1,000.00 

To  Merchandise  $1,000.00 

(&)  The  next  entry  will  charge  the  Purchase  Account 
with  the  net  purchases  of  merchandise  for  the  period,  that 
is,  with  the  difference  between  the  total  purchases  and  the 
total  return  purchases.  At  the  same  time  it  will  remove 
this  net  amount  from  the  old  account: 

Purchases  $4,835.00 

To  Merchandise  $4,835.00 

(c)  The  final  Journal  entry  will  credit  the  Sales  Ac- 
count with  the  net  sales  of  merchandise  for  the  period  un- 
der review,  and  at  the  same  time  close  the  old  Merchandise 
Account : 

Merchandise  $5,040.00 

To  Sales  $5,040.00 

Upon  posting  these  three  entries  Merchandise  (Inven- 
tory) Account  will  be  debited  with  $1,000.00,  the  value 
of  goods  on  hand  at  the  beginning  of  the  period ;  Purchases 
Account  will  be  debited  for  the  net  amount  of  purchases, 
$4,835.00;  Sales  Account  will  be  credited  with  the  net 
sales,  $5,040.00;  and  the  old  Merchandise  Account  will  be 
closed. 

As  was  stated  before,  some  accountants  prefer  to  em- 
ploy five  accounts  instead  of  three.  The  additional  two 
are  Return  Purchases  Account  and  Return  Sales  Account. 
A  change  in  the  amount  of  the  last  two  Journal  entries 
and  two  additional  entries  to  establish  the  extra  accounts 
are  necessary  to  effect  this  change.  The  student  should 
try  to  solve  this  problem  for  himself,  but  it  is  suggested 
that  many  practitioners  see  no  reason  for  the  establish- 
ment of  the  return  accounts. 

5.  Multiplication  of  Accounts. — An  axiom  of  account- 
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mg  is  that  the  title  of  each  account  shall  be  clearly  self- 
descriptive.  Another  is  that  there  shall  be  no  mixed  ac- 
counts such  as  Merchandise  account,  discussed  previously. 
And  still  another  is  that  general  accounts  shall  be  broken 
up  into  their  component  parts,  unless  by  so  doing  the  gain 
in  clearness  shall  be  offset  by  loss  in  time. 

Accountants  favor  such  titles  as  Interest  Earned,  In- 
terest Lost,  Interest  Accrued,  Interest  on  Notes,  Cash  Dis- 
count Lost,  Interest  on  Mortgage,  Doubtful  Debts,  Bad 
Debts,  etc.  These  names  are  merely  suggestive  of  what 
is  meant  by  self-descriptive  titles,  as  no  attempt,  will  be 
made  to  explain  their  use  in  the  present  connection. 

Instead  of  employing  a  General  Expense  Account, 
there  is  much  to  be  said  in  favor  of  breaking  up  such  an 
account  into  Expense,  Wages,  Salary,  Collection  and  Ex- 
change, Expressage,  etc,  if  the  volume  of  business  jus- 
tifies the  action.  The  advantage  accruing  from  such  usage 
cannot  be  entered  into  here,  it  being  understood  that  the 
present  is  simply  an  attempt  to  make  clear  some  of  the 
cardinal  points  in  accounting. 

6.  The  Books  Are  to  Show  All  Essential  Facts. — No 
real  difficulty  arises  in  this  connection  until  one  comes 
across  a  class  of  items  known  as  contingencies.  For  our 
present  purpose  a  simple  example  of  a  contingent  liability 
must  suffice. 

When  we  receive  a  note  as  a  result  of  a  previous  sale 
of  goods  invoiced  at  $500.00,  the  entries  up  to  this  point 
are: 

(a)     Customer  •  $500.00 

To  Sales  $500.00 

(6)     Notes  Receivable  500.00 

To  Customer  500.00 

If  this  note  is  discounted,  the  entry  therefor  is  fre- 
quently given  as: 
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*  (c)  Cash  $498.00 

Discount  on  Notes  2.00 

To  Notes  Receivable  $500.00 

Accountants  object  to  the  foregoing  on  the  valid 
ground  that  the  entry  does  not  truly  and  fully  express 
the  present  status  of  the  business  in  relation  to  the  trans- 
action. The  reader  knows  that,  in  order  to  effect  a  dis- 
count of  a  note,  the  holder  must  indorse  it.  Indorsement, 
among  other  things,  carries  with  it  the  obligation  that,  in 
case  of  default  by  the  maker,  the  indorser  shall  be  respon- 
sible for  the  payment  of  the  note.  At  the  time  the  note 
is  discounted,  and  until  such  time  as  it  matures  and  is 
properly  redeemed,  a  liability  exists,  and  the  liability 
should  be  shown.  The  following  entry  is  the  one  employed 
instead  of  (c)  to  show  the  contingent  liability  discussed: 

(c-1)     Cash  $498.00 

Discount  on  Notes  2.00 

To  Notes  Receivable  Discounted  $500.00 

On  the  Balance  Sheet,  instead  of  including  the  contin- 
gent liability  among  the  liabilities,  it  is  deducted  from 
the  corresponding  asset.  In  this  case  Notes  Receivable 
Account,  with  a  balance  of,  say,  $3,200.00,  would  appear 
on  the  asset  side,  as  follows: 

Notes  Receivable  $3,200.00 

Less  Notes  Receivable  Discounted        500.00    $2,700.00 

It  should  be  quite  clear  that  the  balance  is  exactly 
what  it  w^ould  have  been  w^ere  entry  (c)  made  instead  of 
(c-1)    above,  thus  showing  that  we  have   in  our  posses- 

*In  this  volume  original  entries,  regardless  of  the  books  in  which 
the  record  would  actually  appear,  will  be  given  in  Journal  form.  The 
reason  for  this  decision  is  that  this  is  the  usual  convention,  and, 
moreover,  no  other  form  enables  one  so  easily  to  indicate  debits  and 
credits. 
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sion  only  $2,700.00  of  notes,  but  with,  the  additional  in- 
formation that  we  have  outstanding  discounted  notes  which 
we  may  possibly  be  called  upon  to  redeem  in  the  event 
of  default. 

When  the  note  is  finally  redeemed,  thus  freeing  the  in- 
dorser  from  the  contingent  liability  in  effect  till  then,  an 
entry  is  made  to  cancel  the  liability,  which,  at  the  same 
time,  adjusts  the  Notes  Receivable  Account: 

(d)     Notes   Receivable   Discounted  $500.00 

To  Notes  Receivable  $500.00 

7.  Extra  Columns  in  Books  of  Original  Entry. — In 
order  to  make  possible  the  full  use "  of  the  many  addi- 
tional accounts  to  which  reference  has  already  been  made, 
special  or  extra  columns  are  introduced  in  books  of  orig- 
inal entry.  The  purpose  of  these  columns  is  to  minimize 
the  burden  of  posting.  For  example,  if  a  column  were 
added  to  the  credit  side  of  the  Cash  Book,  it  might  be 
used  for  all  expense  items.  If,  during  any  month  in  ques- 
tion, there  occurred  thirty  separate  items  chargeable  to 
this  account,  the  special  column  would  save  twenty-nine 
distinct  postings,  because  the  total  of  the  column  could 
be  transferred  in  a  lump  sum.  Examples  will  be  found 
in  Chapter  III. 

8.  Controlling  Accounts. — The  statement  is  sometimes 
made  that  the  introduction  of  so-called  Controlling  Ac- 
counts marks  the  point  of  accountancy's  divergence  from 
bookkeeping.  The  author  has  very  little  sympathy  with 
such  statements.  It  is  true  that  the  accountant  employs 
controlling  or  summary  accounts  whenever  possible,  and 
it  is  for  this  reason  that  the  subject  is  included  in  the  pres- 
ent chapter. 

Accounts  Receivable  is  the  term  applied  to  the  sum- 
mary of  all  the  balances  of  our  debtor's  accounts.  It  rep- 
resents the  total  of  the  outstanding  open  accounts  in  our 
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favor.  By  using  special  columns,  and  an  extra  Ledger 
wherein  to  keep  accounts  with  our  customers,  we  obtain 
a  most  convenient  control  or  "internal  check."  Instead 
of  trying  to  understand  the  workings  of  such  a  control- 
ling account  from  a  general  description,  let  us  pursue 
the  subject  in  detail. 

The  first  step  in  establishing  bookkeeping  relations 
with  a  customer  consists  of  a  sale.  This  item  is  entered 
in  the  Sales  Book,  and  so  are  other  sales.  Posting  is  made 
by  charging  each  customer  with  the  amount  of  his  pur- 
chase, in  a  special  or  subsidiary  Ledger  called  the  Cus- 
tomers' Ledger,  Debtors'  Ledger,  Sales'  Ledger,  or  Ac- 
counts Receivable  Ledger.  At  the  end  of  a  period,  usu- 
ally at  the  end  of  each  month,  the  total  amount  of  sales 
is  posted  to  the  General  Ledger ;  Accounts  Receivable,  Cus- 
tomers'  Ledger  Controlling  Account,  Sales  Ledger  Con- 
trolling Account,  or  Debtors'  Ledger  Controlling  Account, 
is  debited,  and  Sales  Account  is  credited. 

Accounts  Receivable,  or  any  corresponding  account 
amployed,  will  contain  a  single  item,  on  the  debit  side. 
This  General  Ledger  Account  will  now  show  the  sum  owed 
the  concern  by  all  the  customers.  One  qualification — a 
very  important  one — is  necessary.  The  account  in  the 
General  Ledger,  or  the  sum  of  the  accounts  in  the  special 
Ledger,  represents  the  amount  owed  to  the  firm,  provided 
no  payments  have  been  made.  These  payments  are  most 
frequently  in  cash,  sometimes  by  means  of  notes,  and  some- 
tilnes  by  offsets  resulting  from  goods  returned  to  us.  It 
remains  to  show  how  such  items  are  to  be  treated. 

Cash  received  may  be  a  part  payment,  a  payment  in 
lull  of  account,  or  a  prepayment  so  that  a  discount  is  to 
be  allowed.  To  handle  these  items  most  expeditiously,  the 
debit  side  of  the  Cash  Book  must  contain  at  least  three 
columns.  The  first  is  labeled  Accounts  Receivable,  or  tO' 
correspond  with  the  General  Ledger  Account  selected,  the 
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second,  Discount  on  Sales,  and  the  third.  Net.  Payments 
in  full  of  account,  or  in  part,  are  entered  in  the  first  and 
third  columns.  Prepayments  are  recorded  so  that  the 
actual  amount  of  payment  is  shown  in  the  third  column^ 
the  allowance  in  the  second,  and  the  amount  cancelled  or 
settled  for  in  the  first. 

The  individual  customer's  account,  in  the  special  Led- 
ger, is  credited  each  day,  the  amount  being  taken  from 
the  first  column.  At  the  end  of  the  month  the  total  of 
this  first  column  is  credited  to  the  Controlling  Account  in 
the  General  Ledger,  so  that  the  single  credit  to  the  Con- 
trolling Account  equals  the  sum  of  the  individual  credits 
to  the  separate  customers'  accounts  in  the  special  Ledger, 
thus  maintaining  the  desired  check. 

But  we  must  still  account  for  debits  in  the  General 
Ledger  to  offset  the  credit  to  the  Controlling  Account.  The 
third  column  represents  debits  to  Cash  Account.  Its  sum 
is  less  than  the  sum  posted  to  the  Controlling  Account, 
and  the  difference  is  found  in  the  column  headed  Discount 
on  Sales.  We  do  not  have  to  post  the  net  cash  column 
actually,  for  the  Cash  Book  may  be  regarded  as  the  equiv- 
alent of  a  Cash  Account  for  this  purpose:  Hence,  as  a 
result  of  the  three  columns  under  discussion,  we  have 
a  credit  greater  than  the  corresponding  debit.  To  estab- 
lish the  necessary  equilibrium,  the  sum  of  the  second  col- 
umn is  posted  to  the  debit  side  of  Discount  on  Sales. 
Were  additional  statement  necessary,  it  is  easily  demon- 
strated that  the  last  entry  is  correct.  If  a  Journal  were 
employed,  each  prepayment  would  appear  in  this  form : 

Cash  $990.00 

Discount  on  Sales  10.00 

To  Customer  (Accounts  Receivable)  $l,000.0t 

Now,  inasmuch  as  each  entry  results  in  a  charge  to  the 
Discount  Account,  it  should  be  clear  that  the  total  charge 
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to  the  same  account  is  likewise  correct.  Eventually  the 
student  will  be  able  to  decide  upon  whether  to  debit  or 
credit  such  an  account  as  this  without  formal  reasoning. 
In  this  case,  for  example,  he  should  have  decided  upon  a 
debit  entry,  because  the  items  represented  losses  to  the 
business. 

Entries  for  notes  and  for  return  sales  remain  for 
consideration.  Though  the  practice  is  not  nearly  uni- 
versal, these  transactions  are  usually  entered  in  the  Jour- 
nal. The  Journal  must  have  a  special  column  for  all 
items  affecting  the  Controlling  Account  so  as  to  provide 
for  posting  of  totals.  Type  entries  for  a  note  and  a 
return  follow: 

(a)     Notes  Receivable  $1,500.00 

To  Customer  $1,500.00 

<&)     Return  Sales  $65.00 

To  Customer  $65.00 

In  both  cases  the  debit  entry  is  to  accounts  in  the  General 
Ledger.  To  correspond  to  the  individual  credits  posted  to 
the  separate  customers'  accounts  in  the  separate  Ledger, 
there  must  be  a  summary  posting  to  the  Controlling  Ac- 
count in  the  General  Ledger.  This  object  is  attained  by 
providing  an  extra  column  on  the  credit  side  of  the  Jour- 
nal, headed  with  the  title  of  the  Controlling  Account. 

A  brief  resume  will  make  clear  how  this  Controlling 
Account  is  an  effective  check.  The  debit  side  shows  the 
total  of  all  the  debits  to  all  the  accounts  in  the  special 
Ledger.  The  credit  side  contains  two  items  which,  to- 
gether, equal  the  total  of  all  the  items  posted  to  the  same 
list  of  individual  accounts  in  the  subsidiary  Ledger.  It 
follows,  therefore,  that  the  balance  of  the  General  Ledger 
account  equals  the  sum  of  all  the  balances  in  the  special 
Ledger. 
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Besides  acting  as  a  summary  and  a  cheek,  Controlling 
Accounts  serve  another  very  useful  purpose.  When  a  Trial 
Balance  is  to  be  taken,  instead  of  listing  all  the  accounts 
representing  debts  receivable,  the  summary  is  employed. 
In  this  way  a  Trial  Balance  of  a  concern's  books  containing 
many  thousands  of  accounts  may  be  obtained  in  a  very 
short  time.  Subsequently,  and  at  a  convenient  time,  the 
summary  account  is  compared  with  a  schedule  of  the  in- 
dividual balances. 

Accounts  Payable,  Creditors'  Ledger  Controlling  Ac- 
count, or  Purchase  Ledger  Controlling  Account,  is  the  title 
of  the  other  chief  example  of  Controlling  Accounts.  The 
principle  upon  which  it  is  operated,  and  the  function  it 
serves,  are  similar  to  those  presented  in  reference  to  Ac- 
counts Receivable. 

It  is  not  deemed  necessary  to  describe  Accounts  Pay- 
able in  any  great  detail.  The  first  entry  to  it  is  a  credit 
made  from  the  Purchase  or  Invoice  Book.  This  posting  of 
the  total  amount  of  purchases  corresponds  to  the  individ- 
ual credits  posted  to  the  separate  accounts  in  the  special 
Ledger.  On  the  credit  side  of  the  Cash  Book,  corre- 
sponding to  the  extra  columns  on  the  debit  side,  are  Ac- 
counts Payable,  Discount  on  Purchases,  and  Net.  The 
General  Ledger  account  is  debited  with  the  total  of  its 
column,  the  individual  accounts  having  been  charged  pre- 
viously. In  the  Journal,  a  column  for  the  Controlling 
Account  is  found  on  the  debit  side. 

Chapter  III,  following,  contains  practical  application 
of  the  points  made  in  this  section. 

9.  Forms. — No  outline  of  accounting  could  be  called 
complete  without  some  reference  to  the  forms  employed 
by  the  practitioner.  These  forms  include  financial  and 
other  papers  and  documents,  books,  and  statements. 
Though  some  of  the  accountant 's  success  is  due  to  his  abil- 
ity to  create  forms  for  the  better  recording  and  collecting 
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of  facts,  the  limitations  of  space  make  it  impossible  to 
give  much  attention  to  this  subject  in  the  present  text. 
Individually,  however,  many  forms  will  be  introduced  in 
connection  with  other  matters. 

There  are  those  who  hold  that  the  attainment  of  high 
technic  of  expression  is  the  earmark  of  the  good  ac- 
countant. Though  a  knowledge  of  this  technic  is  very 
desirable,  it  is  more  essential  that  the  basic  work  be  thor- 
oughly mastered.  Hence,  the  student  should  be  on  his 
guard  lest  he  interpret  his  ability  to  reproduce  the  forms 
shown  herein  as  an  understanding  of  them.  It  is  much 
more  important,  for  example,  that  the  student  grasp  Pro- 
fessor Sprague's  statement  that  the  assets  equal  liabili- 
ties plus  proprietorship,  or  that  assets  minus  liabilities 
equal  proprietorship,  than  that  he  be  able  to  draw  up  a 
proper  form  of  Balance  Sheet. 

10.  Graphs. — Unfortunately,  the  accountant  has 
scarcely  commenced  to  appreciate  of  what  aid  the  graphic 
form  of  expression  can  be  to  him.  By  its  means,  compli- 
cated figures  are  transferred  into  simple  statements,  so 
that  one  may  literally  read  as  he  runs. 

The  device  consists  of  drawing  a  line,  called  a  curve, 
through  a  series  of  points  placed  on  what  is  known  as  en- 
gineer's or  plotting  paper,  or  chart.  Suppose  it  were 
desired  to  "plot"  the  temperature  of  a  patient  on  the  basis 
of  the  following  figures : 

Patient's  Temperature  Beadings: 

12  M.  99  10  P.  M.  100 

1  P.  M.  99.2  11  P.  M.  99.8 

2  P.  M.  99.3  12  P.  M.  99.6 

3  P.  M.  99.5  1  A.  M.  99.5 

4  P.  M.  99.7  2  A.  M.  99.2 

5  P.  M.  99.7  3  A.  M.  99.2 

6  P.  M.  99.6  4  A.  M.  99.2 
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Patient's  Temperature  Readings  (Continued)  : 

7  P.  M.  99.8  5  A.  M.  99.3 

8  P.  M.  99.9  6  A.  M.  99.3 

9  P.  M.  100 

Instead  of  consulting  this  list  of  figures  representing 
the  thermometer  readings  at  different  times,  a  much  clearer 
notion  is  obtained  in  the  following  way: 

TEMPERATURE  READINGS. 

Patient 

Ward 


100.4 
100,2 
100.0 
99.8 
99-6 
99.4 
99.2 
99.0' 
98.8 


e 


12 
M. 


2 
P.M 


12      2 

P.M.   A.M. 


April  6, 1912  April  7, 1912 

Let  the  time  be  indicated  along  the  horizontal  line, 
the  degrees  along  the  vertical  one.  Place  a  dot  along  the 
vertical  line  denoting  12  M.  at  99°,  Place  another  dot 
where  the  vertical  line  representing  1  P.  M.  and  the  hori- 
zontal line  for  99.2°  intersect  each  other.  Construct  simi- 
lar dots  for  the  other  hours,  and  connect  them  with  a 
smooth  line.  Having  done  so,  you  will  have  established 
the  chart  shown  above.  The  rise,  fluctuation,  and  fall  in 
temperature  are  much  more  evident  in  the  graphic  form 
than  they  could  have  been  by  any  arrangement  of  figures. 
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The  business  and  accounting  applications  of  graphs  are 
almost  unlimited.  Percentages  of  all  sorts,  comparisons, 
progress  of  departments,  and  many  other  business  items 
lend  themselves  to  this  form  of  expression.  Before  closing 
this  chapter  a  single  example  will  be  shown. 

Problem:  Required,  a  chart  to  show  the  selling  prog- 
ress of  three  salesmen  from  the  following  tabulation : 


Salesmen 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

R.  T.Riley.... 
F.J.Thomas.. 
B.B.Browne.. 

$6,800.00 
5,900.00 
5,900.00 

$7,100.00 
6,500.00 
5,300.00 

$7,200.00 
6,700.00 
6,400.00 

$7,800.00 
6,600.00 
6,900.00 

$7,700.00 
6.700.00 
7,500.00 

$7,100.00 
6,650.00 
7,800.00 

$6,700.00 
6,700.00 
8,000.00 

As  in  our  first  illustration,  let  the  horizontal  line  rep- 
resent the  time,  and  the  vertical  line  the  other  element. 
In  order  to  distinguish  between  the  curves  representing 
the  three  men,  various  colored  inks  might  be  employed,  but 
we  shall  use  a  continuous  line  (         )  for  Riley,  a  dotted 

line  ( — )for  Thomas,  and  a  dash  line  ( )  for  Browne. 

In   accordance  with  this   scheme,   we   construct   the   fol- 
lowing : 

Selling  Chart 

9000.- 
8500.- 


8000.- 
7500.- 
7000.- 
6500.- 
6000.- 
5500.- 
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It  requires  very  little  effort  to  draw  some  rather  ob- 
vious conclusions.  For  instance,  Riley  did  his  best  work 
during  1908  and  1909,  and  is  now  on  a  down  grade. 
Thomas  is  apparently  in  a  rut,  but  is  a  steady  man. 
Browne  is  the  "hustler"  of  the  three. 

Exhibits  such  as  the  above  make  it  possible  for  the 
accountant  to  place  clearly  before  his  client  matter  which 
might  not  be  as  easy  to  grasp  in  any  other  form.  Other 
applications  will  be  indicated  in  subsequent  chapters. 

Summary 

There  are  two  ways  of  understanding  what  is  meant 
by  accounting:  to  describe  the  function  of  the  accountant, 
and  to  indicate  some  of  the  essentials  of  accounting  itself. 

Though  the  accountant  must  know  bookkeeping  thor- 
oughly, he  is  not  an  expert  bookkeeper.  He  is  the  auditor, 
the  systematizer,  the  cost  accountant,  the  business  doctor, 
the  consulting  accountant.  The  certified  public  accountant 
is  a  professional  man  whose  standing  in  the  community  is 
as  high  as  that  of  the  doctor  or  the  lawyer. 

Some  of  the  technical  features  of  accounting, — the  ele- 
ments which  help  to  differentiate  it  from  expert  bookkeep- 
ing,— are  the  scientific  classification  of  accounts,  the  rec- 
ognition of  a  fundamental  distinction  between  capital  and 
revenue,  the  goal  as  a  Balance  Sheet  rather  than  as  a  Trial 
Balance,  the  self-explanatory  titles  of  accounts,  the  use 
of  controlling  accounts,  and  the  forms  employed, 

EXERCISES 

Group  One 

1.  What  kind  of  service  does  the  accountant  render  the 

business  community? 

2.  Define  Controlling  Accounts,  and  illustrate  by  means 

of  Accounts  Payable. 
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3.  What  is  meant  by  a  contingent  liability?     How  may 

such  a  liability  be  extinguished? 

4.  Criticize  the  Merchandise  Account  as  ordinarily  kept, 

and  suggest  a  remedy. 

5.  Classify  the  following  accounts  as  Personal,  Real,  or 

Nominal : 

(a)  Insurance;  (6)  Mortgage  Payable;  (c)  T. 
Jones,  Prop.;  (d)  Return  Sales;  (e)  Wages;  (/) 
Ta^es;   (g)  Patents;  (h)  Investments. 

Group  Two 

1.  Construct  a  chart  to  show  various  per  cents,  of  profits 

on  investment  for  eight  years.  Use  your  own  fig- 
ures. 

2.  Make  entries  in  your  books  for  the  following  transac- 

tions : 

July  31,  1913.  Sold  to  R.  Rollins  &  Bros.,  600  yd. 
Am.  Woolen  at  $1.12^/^,  terms 
1%,  30  da. ;   4  mo.  net. 

Nov.  30, 1913.  Received  their  three  months'  note 
with  interest  at  five  per  cent,  in 
full. 

Dec.  12,  1913.  Discounted  note  at  First  Na- 
tional Bank.  (The  note  was 
duly  paid  at  maturity.) 

3.  L.  L.  Longley  buys  from  and  sells  to  us.     On  Nov. 

30  his  balance  in  our  Sales  Ledger  is  $500.00,  while 
the  balance  in  the  Purchase  Ledger  is  $200.00.  We 
receive,  accept,  and  enter  his  check  of  $300.00  in  full 
settlement  of  account.  Show  entry  for  check  and 
subsequent  adjustment  entry,  in  all  books  of  origi- 
nal entry  affected. 
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CHAPTER  III 
THE  APPLICATION  OF  ACCOUNTING  TO  BOOKKEEPING 

Advanced  bookkeeping  is  differentiated  from  the  ele- 
mentary types  by  the  fact  that  it  makes  use  of  various 
labor-saving  and  efficiency-obtaining  devices;  in  other 
words,  it  is  an  application  of  accounting  principles  to  book- 
keeping. Many  fail  to  distinguish  between  advanced  book- 
keeping and  accounting.  These  differences  we  are  ready 
to  state  without  amplification,  for  the  subject  was  discussed 
at  length  in  the  last  chapter. 

1.  The  accountant  understands  the  reasons  and  prin- 
ciples underlying  his  work;  the  bookkeeper,  as  such,  needs 
only  to  know  how  to  follow  models. 

2.  The  accountant  installs  the  system;  the  bookkeeper 
records  the  transactions  in  accordance  with  the  system  so 
installed. 

3.  The  accountant,  knowing  the  principles  of  his  sub- 
ject, is  ready  to  modify  devices  and  forms  in  specific  in- 
stances so  as  to  obtain  greater  efficiency;  the  bookkeeper, 
as  such,  is  the  slave  of  a  particular  system. 

4.  The  accountant  employs  the  result  of  the  book- 
keeper's work  to  prepare  statements,  analyze  conditions, 
suggest  improvements,  etc.;  the  bookkeeper's  work  really 
ends  with  the  Trial  Balance. 

The  chief  labor-saving  devices  center  around  the  in- 
troduction of  extra  columns  in  the  books  of  original  entry. 
We  shall  content  ourselves  by  introducing  these  special 
columns  to  the  student,  after  which,  especially  if  he  has 
worked  a  set  of  transactions  including  the  handling  of 
the  business  papers  involved,  he  should  be  well  prepared 
to  make  the  most  of  accountancy. 
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Expense  Column  in  the  Cash  Book. — If  it  is  found 
that  expense  items  occur  frequently,  the  work  of  posting 
to  this  account  may  be  much  curtailed.  We  know  how 
the  Sales  Book  and  the  Purchase  Book  provide  the  means 
of  total  postings.  To  effect  a  similar  saving  in  the  case 
of  Expense  account,  a  new  book  is  not  needed — a  second 
column  on  the  credit  side  of  the  Cash  Book  suffices.  The 
following  illustration  of  the  payment  side  of  this  book 
will  be  of  help  to  the  student : 

Cash  Payments 


1913 

L.F. 

Account  to  Be 
Debited 

Explanation 

Expense 

General 

Aug. 

1 

V 

Expense 

Rent 

50 

00 

8 

S 

Brown  Bros. 

In  full 

200 

00 

6 

5 

Shildron  &  Co. 

On  Acct. 

1,000 

00 

6 

V 

Expense 

Salary- 

42 

00 

H 

10 

Fur.  &  Fix. 

Office  Furniture 

125 

00 

15 

12 

Discount 

On  Smith's  note,  8/2 

3 

87 

18 

V 

Expense 

Salary 

84 

00 

20 

V 

Expense 

Sta.  $18;  Print.  S13 

31 

00 

22 

13 

Dis.  on  Sales 

On  B.  &  F.'s  Inv.,  8/13 

10 

00 

27 

V 

Expense 

Salary 

48 

00 

28 

11 

Notes  Payable 

Mynote  favor F.B., 8/13 

550 

00 

29 

V 

Expense 

Postage 

6 

00 

31 

5 

Shildron  &  Co. 

On  Acct. 

300 

00 

3 

Expense,  Dr. 
Balance' 

Total 

260 

00 

260 
310 

00 
22 

2,759 

09 

lln  red  ink. 

Comments : 

(a)  All  expense  items  are  extended  into  the  first  col- 
umn, while  items  affecting  all  other  accounts  are  extended 
into  the  second,  headed  ' '  General. ' '  This  device  effectively 
separates  expense  from  other  items. 

(&)  Each  expense  item  is  checked  in  the  L.  F.  col- 
umn. This  is  done  so  that  individual  items  should  not  be 
posted.  The  total  of  the  Expense  column,  $260.00,  is  then 
posted  to  the  debit  side  of  the  Expense  Account,  page  three 
of  the  Ledger,  as  indicated. 
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(c)  The  total  expense,  $260.00,  is  added  to  the  total 
of  the  general  column,  so  as  to  obtain  the  total  cash  credit, 
or  disbursements. 

Other  Extra  Columns. — Banks  often  charge  their  de- 
positors for  collecting  out-of-town  checks.  Concerns  which 
make  daily  deposits  may  thus  have  to  make  over  twenty 
entries  for  such  fees  each  month.  We  saw  that  the  extra 
column  was  reserved  for  Expense  Account  because  expense 
items  occurred  frequently.  If  collection  items  were  greater 
in  number,  then  Collection  and  Exchange — the  title  of  the 
account — could  be  the  heading  of  the  column.  But  if  it 
were  desirable  to  have  special  columns  for  both,  why  not 
add  an  extra  column?  No  reason  at  all,  so  we  have  Cash 
Books  with  three  and  more  columns  on  each  side. 

Some  concerns  discount  customers'  notes  frequently. 
We  have  already  seen  that  such  transactions  necessitate 
entries  on  both  sides  of  the  Cash  Book.  An  extra  column 
on  the  receipt  side  would  simplify  matters.  The  follow- 
ing forms  will  illustrate  the  points  just  made : 


Cash  Receipts 


Date 

LJ. 

Notes 
Rec. 

Dis. 

General 

1913 

Sept. 

1 
3 

1 
V 

T.F.Solms,  Prop. 
Notes  Rec. 

Investment 
Dis.   L.    &   M.'s 

5.000 

00 

note,  8/15 

1,000 

00 

8 

00 

902 

OO 

6 

8 

T.  Brown  &  Co. 

On  Acct. 

300 

00 

8 

V 

Notes  Rec. 

M.  &  M.,  8/8 

2,500 

2,500 

00 

15 

V 

Notes  Rec. 

Dis.   B.'s   note. 

9/12 

1,200 

OO 

12 

00 

1,188 

00 

19 

7 

M.  Felter 

Cash  Sale 

16 

00 

24 

V 

Notes  Rec. 

Dis.    B.'s   note. 

30 

5 
8 

Notes  Rec. 
Discount 

9/20 
Cr.,  Total 
Dr.,  Total 

2,000 

00 

18 
38 

00 
00 

1,982 

00 

6,700 

00 

= 

= 

11.978 

00 
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Cash  Pasmients 


Date 

L.F. 

Expense 

C.&E. 

General 

1913 

Sept. 

2 

V 

Expense 

Rent 

60 

00 

5 

4 

Fur.  &  Fix. 

OflBce  Furniture 

100 

00 

7 

V 

Collection  &  Ex. 

1 

00 

9 

V 

C.  &E. 

75 

10 

V 

C.  &E. 

1 

50 

12 

6 

Notes  Pay. 

Favor  L.S.,  9/12 

3,000 

00 

16 

13 

Long  &  Short 

In  full 

1,500 

00 

20 

V 

Expense 

Salary 

85 

00 

25 

V 

Expense 

Stationery 

12 

50 

30 

V 

C.  &E. 

2 

00 

3 

Expense 

Dr.,  Total 

157 

50 

157 

50 

3 

Col.  &  Exch. 
Balance  * 

Dr..  Total 

5 

25 

5 
7,215 

25 
25 

11,978 

00 

*■  In  red  ink. 


Comments : 

(a)  The  general  column  on  the  credit  side  is  like 
that  of  the  previous  illustration,  but  the  one  on  the  debit 
side  needs  a  word  of  explanation.  On  September  3d  we  dis- 
counted L.  &  M.'s  note.  The  face  of  the  note  was  $1,000.00, 
the  discount  $8.00,  and  the  net  proceeds  $992.00.  Note 
that  the  general  column  contains  the  net  proceeds,  the 
amount  for  which  Cash  Account  should  be  debited.  Notes 
Receivable  Account  should  be  credited  for  $1,000.00  and 
Discount  Account  debited  for  $8.00.  A  similar  analysis 
for  each  of  the  other  items  on  the  debit  side  will  establish 
the  correctness  of  the  posting  of  the  totals,  as  indicated, 
namely.  Notes  Receivable  Account,  credited,  $6,700.00 ;  and 
Discount  Account,  debited  $38.00.  The  posting  of  the  in- 
dividual items  is  simple  enough.  Thus,  the  general  col- 
umn shows  the  actual  amount  of  cash  received,  for  which 
Cash  Account  is  to  be  debited.  The  postings  of  the  totals 
from  this  side  result  as  follows: 
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Notes  Receivable 


Sept. 


Discount 


30 


C18 


6,700.00 


Sept. 


30 


018 


38.00 


Cash 


Sept. 


30 


Total 


CIS 


11,978.00 


(&)  The  posting  of  the  Expense  Account  and  the 
Collection  and  Exchange  Account  totals  to  the  debit  side 
of  the  respective  accounts  is  so  similar  to  the  procedure 
in  the  last  section  that  comment  is  unnecessary. 

(c)  The  general  column  on  the  credit  side,  unlike 
the  one  on  the  debit  side,  contains  only  such  items  as  have 
to  be  posted  as  individual  debits.  In  order  to  show  the 
total  expenditure,  the  totals  of  the  two  special  columns 
must  be  extended  into  the  last  one,  as  shown. 

Controlling  Accounts.^ — A  special  application  of  ex- 
tra columns  in  books  of  original  entry  is  to  the  so-called 
Controlling  Accounts.  Without  attempting  to  repeat  what 
is  meant  by  Controlling  Accounts  ^  we  shall  present  a  set 
of  books  kept  upon  such  a  basis,  and  then  draw  the  nec- 
essary conclusions.  The  transactions  are: 
May 

1.  M.  L.  Roberts  began  the  ribbon  and  lace  business  at 

No.    568    Broadway,    investing   cash,    $10,000.00,    and 
office  fixtures,  qs  per  schedule,  $1,000.00. 

2.  Paid  rent  of  loft,  cash,  $200.00. 


>See  Chapter  II,  Section  8. 
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3.     Bot.  of  Eobt.  Sommers,  2/10,  n/30,  1,200  yd.     #49  rib- 
bon @  80c,  and  3,000  yd.  #46  ribbon  @  66  2-3c. 

5.  Sold  Thorn  &  Lane,  2/10,  n/30,  200  yd.    #9  ribbon  @ 

$1.00,  and  1,000  yd.  #46  ribbon  @  90c.  Discounted 
my  own  60-day  note  at  Columbia  Bank  at  6%, 
$5,000.00. 

6.  Paid  salaries  as  per  Payroll  Book,  cash,  $310.00.     Bot. 

postage  stamps,  $4.00,  and  paid  stationery  bill  of 
Tower  Co.,  $35.00.  Paid  bill  of  Derby  Furniture  Co. 
for  desk,  filing  cabinet,  etc.,  received  to-day,  $175.00. 

8.  Sold  B.   Case,   on   account,   1,000   yd.      #46   ribbon  @ 

92c. 

9.  B.  Case  returned  part  of  yesterday's  sale,  100  yd.   @ 

92c,  for  which  they  are  to  receive  credit. 

10.  Bot.  of  M.   Sellers  &  Sons,  2/10,  n/30,  4,000  yd.     #61 

ribbon   @    $1.10,    1,500   yd.  #8    lace   @  $1.50,     and 

3,000  yd.  #  46  ribbon  @  60c.  Eecd.  from  B.  Case,  his 
check  on  account,  $500.00. 

11.  Sold  L.  Long,  for  cash,  100  yd.     #9   ribbon  @  $1.25 

and  50  yd.  #8  lace  @  $2.00.  Paid  E.  Sommers 
cash  for  invoice  of  the  3d  inst.,  less  2%. 

13.    Paid  salaries  as  per  P.  E.  Book,  cash,  $310.00. 

15.  Sold  Thom  &  Lane,  2/10,  n/30,  3,000  yd.  #61  ribbon 
@  $1.50  and  1,000  yd.  #9  ribbon  @  $1.00.  Eecd.  of 
Thom  &  Lane,  in  full  of  invoice  of  5th  inst.,  their 
check,  $1,078.00.  Eecd.  of  B.  Case,  on  account,  their 
30-day  note,  $300.00,   dated  May   14th. 

17.  Discounted  Case's  note  of  the  14th,  proceeds  $298.65. 

18.  Bot.  of  Eobert   Sommers,  on  account,  5,000  yd.     #23 

ribbon  @  20c.  Sold  Mr.  Simpson,  for  cash,  10  yds. 
#46  ribbon  @  $1.25. 

19.  Paid  M.  Sellers  &  Sons  in  full  for  invoice  of  5/10,  cash. 

20.  Paid  salaries,  as  per  P.  E.  Book,  $310.00.    We  returned 

to  Eobt.  Sommers  and  are  to  receive  credit  for  500  yd. 
#23  ribbon  @  20c. 

21.  Sold  L.   Long,  on  account,   2,000  yd.     #23   ribbon  @ 

40c  and  1,000  yd.  #46  ribbon  @  92c.  Eecd.  of 
Long,  cash  on  account,  $1,000.00 
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22.   Paid  K.  Sommers,  cash  on  account,  $300.00 
22.   Eecd.  of  Thorn  &  Lane,  in  full  of  invoice  5/15,  cash, 
$5,390.00. 

26.  Sold  Thorn  &  Lane,  on  account,  3,000  yd.    #23  ribbon 

@  38c  and  1,000  yd.    #61  ribbon  @  $1.50. 

27.  Paid  salaries,  as  per  P.  K.  Book,  $350.00.    Bot.  of  Free- 

port   Mills,    on   account,   10,000   yd.      #23    ribbon   @ 
18c  and  2,400  yd.     #87  ribbon  @  $1.25. 

28.  Eecd.  of  Thom  &  Lane  their  30-day  note  on  account, 

$2,000.00. 

30.  Gave  Robt.  Sommers  my  30-day  note  on  account,  $250.00. 

31.  Discounted  T.  &  L.'s  note  of  5/28,  proceeds  '$1,991.00. 

Paid  telephone  bill,  cash,  $12.00.     Eecd.  of  L.  Long 
his  30-day  note,  on  account,  $500.00.     Gave  Freeport 
Mills  my  one-month  note  on  account,  $2,000.00. 
» 
The  Purchase  Book,  Sales  Book,  Cash  Book,  and  Jour- 
nal, resulting  from  the  foregoing  transactions,  follow: 


The  Purchase  Book 

Purchases,  May  3,  1913 


L.F. 
1 


Robert  Sommers    2/10,  n/30 

1, 200  yd.  #9  Ribbon. ... 
3,000  yd.  #46  Ribbon. . . 
10 
M.  Sellers  &  Sons  2/10,  n/30 

4,000  yd.  #61  Ribbon... 

1,500  yd.  #8  Lace 

3,000  yd.  #46  Ribbon... 
18 
Robert  Sommers    on  acct. 

5,000  yd.  #23  Ribbon... 
27 
FYeeport  Mills        on  acct. 

10,000  yd.  #23  Ribbon.. 
2,400  yd.  #87  Ribbon... 
31 

^lt^y.%.      )  Total  Purchases.... 


80 
66% 

960 
2,000 

00 
00 

2,960 

00 

1 

1 

10 
50 
60 

4,400 
2,250 
1.800 

00 
00 
00 

8,450 

00 

20 

1,000 

00 

1 

18 
25 

1,800 
3,000 

00 
00 

4,800 

00 

174J10 

00 

Comments : 

(a)  Each  person  from  whom  goods  are  bought  is 
credited  for  the  amount  of  each  invoice.  The  pages  (Led- 
ger folios)  to  which  posting  was  made  are  indicated.    The 
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Ladger  Accounts  are  in  a  special  book,  known  as  t)ie  Cred- 
itor's or  Purchase  Ledger.  Such  a  Ledger  is  an  example 
of  what  is  known  as  a  subsidiary  Ledger. 

(&)  The  total  of  the  Purchase  Book  is  posted  to  the 
General  Ledger.  Note  that  Purchases  Account  is  debited 
(page  3  of  the  General  Ledger),  and  Accounts  Payable 
Account  is  credited  (page  7  of  the  same  Ledger). 

(c)  Accounts  Payable,  grouping  the  total  amount  due 
to  creditors,  is  an  example  of  a  Summary  or  Controlling 
Account.  Why  it  is  called  a  "Controlling"  Account  will 
be  made  clear  later, 

(d)  The  Ledgers  and  the  Trial  Balance  will  be  sub- 
mitted after  the  other  books  of  original  entry  have  been, 
shown. 

The  Sales  Book 

Sales,  May  5,  1913 


L.F. 

Exten- 
sions 

Cash 

On 
Account 

1 

2 

V 

1 

V 
3 

2 

4 

Thorn  &  Lane  2/10,  n/30 

200  yd.       #9  Ribbon..  $1.00 
1 ,000  yd.     #46  Ribbon. .    .  90 
S 
B.  Case             on  acct. 

1,000  yd.       #46  Ribbon.    .92 
11 
L.  Long             Cash 

100  yd.       #9  Ribbon...  1.25 
50  yd.       #8  Lace 2.00 

Thorn  &  T,ane  2/10,  n/30 

3,000  yd.      #  61  Ribbon..l .  50 
1,000  yd.     #9Ribbon...l.00 
18 
Simpson             Cash 

10yd.       #46  Ribbon...  1.25 
21 
L.  Long              on  acct. 

2,000yd.       #23 Ribbon.    .40 
1 ,000  yd.      #46  Ribbon  .    .  92 
26 
Thorn  &  Lane  on  acct. 

3,000  yd.       #23  Ribbon.    .38 
1 ,000  yd.      #61  Ribbon .  1 .  50 
31 
Sales,  Cr.,  Total  Cash  Sales 

200 
900 

920 

125 
100 

4,500 
1,000 

12 

800 
920 

1,140 
1,500 

00 
00 

00 

00 
00 

00 
00 

50 

00 
00 

00 
00 

225 
12 

237 

00 
50 

50 

1,100 
920 

8,500 

1,720 
2,640 

00 
00 

00 

00 
00 

.'74 

Accts.  Rec,  Dr.,  and  Sales  Cr., 

Total  Time  Sales 

11,880 

00 



1 



— 
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Comments : 

(a)     Note  unit  price  and  cash  sales  columns. 

(6)  All  customers,  except  those  checked,  are  charged 
with  the  amount  of  their  individual  purchases  in  a  spe- 
cial Ledger,  the  Sales  Ledger. 

(c)  The  total  of  cash  sales  is  credited  to  Sales  Ac- 
count in  the  General  Ledger.  The  corresponding  debit  is 
found  on  the  debit  (receipt)  side  of  the  Cash  Book. 

(d)  For  the  time  sales  we  have  these  debits  and  cred- 
its in  the  General  Ledger:  Accounts  Receivable,  a  Con- 
trolling Account,  debited,  and  Sales  Account,  credited. 

(e)  The  objection  to  entering  cash  sales  as  indicated 
is  illustrated  by  the  L.  Long  entry  on  the  11th.  As  this 
item  is  checked  it  will  not  appear  in  L.  Long's  account. 
Later,  when  we  sell  to  Mr.  Long  on  account,  an  account  is 
opened  with  him.  At  the  end  of  the  year,  then,  Long's 
account  will  not  show  the  full  volume  of  our  dealings  with 
him.  Some  accountants  strongly  advocate  that  cash  sales, 
even  those  like  to  Simpson,  be  regarded  as  time  sales,  so 
that  an  account  be  kept  with  all  customers. 

(/)  In  order  to  avoid  allotting  a  full  page  to  custom- 
ers who  may  never  deal  with  us  again,  a  new  account  may 
be  opened  in  the  Sales  Ledger,  called  Sundry  Debtors,  Sun- 
dry Customers,  or  Sundry  Accounts  Receivable.  When  a 
cash  sale  is  made,  this  account  is  charged  for  the  amount 
of  the  sale,  and  it  is  credited  with  the  receipt  of  the  pay- 
ment. Charge  rales  to  people  with  whom  we  do  not  deal 
regularly  may  be  shown  in  this  same  account.  In  both 
cases,  the  name  of  the  customer  is  shown  in  the  explanation 
space  on  the  debit  side. 

To  avoid  confusion,  a  few  lines  are  frequently  left  be- 
tween items.  In  such  cases,  each  item  may  be  regarded  as 
a  Ledger  Account  with  the  title  omitted.  The  spaces  are 
left  in  order  to  provide  room  for  subsequent  transactions 
with  the  same  concern. 
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Comments : 

(a)  The  first  three  columns  on  each  side  concern 
themselves  with  the  Controlling  Accounts.  On  May  10th, 
when  we  received  $500.00  from  B.  Case  on  account,  we 
entered  it  in  the  first  and  third  columns,  because  the  net 
amount  was  equal  to  the  reduction  of  the  debt  (part  of 
Accounts  Receivable).  But  on  the  15th,  when  we  received 
$1,078.00  from  Thom  &  Lane,  this  amount  canceled  an 
indebtedness  of  $1,100.00.  The  corresponding  items  on 
the  payment  side  are  similarly  explained. 

(6)  We  received  a  total  of  $7,968.00  to  cancel  debts 
aggregating  $8,100.00.  Had  this  been  the  payment  of 
an  individual  it  would  have  resulted  in: 

Cash  $7,968.00 

Dis.  on  Sales  132.00 

To  Customer  $8,100.00 

The  result  in  our  case  is  equivalent  to : 

Cash  $7,968.00 

Dis.  on  Sales  132.00 

To  Accts.  Rec.  $8,100.00 

(c)  Proceed  similarly  for  the  payment  side. 

(d)  Each  individual  customer  is,  of  course,  credited 
for  the  am oimt 'canceled;  each  creditor,  too,  is  charged  for 
similar  cancellations. 

(e)  Note  how  total  cash  receipts,  total  cash  payments, 
and  cash  balance  are  established. 

(/)  All  items  appearing  in  the  general  columns,  ex- 
cept those  checked,  are  to  be  posted  individually  to  the 
General  Ledger. 

(g)  The  student  is  now  in  a  position  to  suggest  what 
other  extra  columns  might  have  been  used  advantageously. 
Theoretically,  as  many  columns  as  are  desired  may  be  em- 
Ijloyed;  practically,  a  limit  is  soon  reached. 
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Comments : 

(o)  The  items  checked  are  posted  in  totals  at  the  end 
of  each  month. 

(&)  Note  the  arrangement  and  use  of  the  two  L.  F. 
columns. 

(c)  Individual  customers  and  creditors  are  credited 
and  debited  respectively,  while  to  the  corresponding  Con- 
trolling Accounts  the  totals  are  carried. 

(d)  The  closing  is  for  the  purpose  of  showing  that 
the  debits  posted  equal  the  credits  posted. 

As  a  result  of  posting  we  obtain  the  following  ac- 
counts : 


I.    In  the  General  Ledger 
M.  L.  Roberts,  Investment 
1913 


May 


11,000 


00 


1913 


Cash 
1913 


May 


31 


25,505  50 


May 


31 


13,248 


15 
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1913 


Purchases 
1913 


May 


1913 


Sales 
1913 


31 

P 

1 

17,210 

00 

May 

20 

J 

1 

100 

00 


May 


92 


00 


May 


31 


237 
11,880 


1913 


May 


1913 


Expense 


2 

C 

3 

200 

00 

16 

3 

310 

00 

6 

3 

39 

00 

13 

3 

310 

00 

20 

3 

310 

00 

27 

3 

350 

00 

31 

3 

12 

00 

Accounts  RECEivABiiB 
1913 


May 


31 


11,880 


00 


May 


31 


8,100  00 
2,892  00 
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1913 


Accounts  Payable 
1913 


May 


31 


11,710  00 
2,350  00 


May 


31 


17,210 


00 


1913 


Notes  Receivable 
1913 


May 


31 


2,800 


00 


May 


300 
2,000 


00 
00 


Notes  Payable 
1913 


May 


5,000 
2,250 


1913 


FuRNrrmiE  and  Fixtukes 


May 


1 

6 

J 
C 

1 
3 

1,000 
175 

00 
00 

1913 
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May 


31 

C 

2 

132 

00 

Discount  on  Purchases 
1913 


May 

31 

C 

3 

228 

20 


1913 


May 


Discount 


5 

C 

3 

50 

00 

17 

3 

1 

35 

31 

3 

9 

GO 

Comment. — ^Because  totals  are  posted  monthly,  w© 
sometimes  come  across  Ledger  accounts  which  do  not  seem 
to  be  correct.  Notes  Receivable  Account  is  an  example. 
The  note  of  the  17th  appears  to  have  been  disposed  of  be- 
fore it  was  received. 
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1913 


II.    In  the  Sales  Ledger 
Thom  &  Lane 
1913 


May 


1,100 
5,500 
2,640 


00 
00 
00 


May 


1,100 
5,500 
2,000 


00 
00 
00 


1913 


B.  Case 
1913 


May 


920 


00 


May 


92 
500 
300 


00 
00 
00 


L.  Long 


1913 

1913 

May 

21 

S 

1 

1,720 

00 

May 

21 
31 

C 

J 

2 

1 

1,000 
500 

00 
00 

Comment. — The  Sales  Ledger  often  contains  three 
money  columns  instead  of  two,  the  middle  one  being  used 
for  balances.    A  typical  ruling  follows: 
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Date 


Dr. 


Balance        Cr 


III.    In  the  Purchase  Ledger 

Robert  Sommers 


Date 


1913 

1913 

May 

11 

C 

3 

2,960 

00 

May 

3 

P 

1 

2,960 

00 

20 

J 

1 

100 

00 

18 

1 

1,000 

00 

22 

c 

3 

300 

00 

30 

J 

1 

250 

00 

1913 


M.  Sellers  &  Sons 
1913 


May 


19 


1913 


8,450 


00 


May 


10 


Freeport  Mills 
1913 


8,450 


00 


May 


31 


2,000 


00 


May 


27 


4,800 


00 
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Comment. — The  Purchase  Ledger  is  often  ruled  as 
indicated  above  for  the  Sales  Ledger. 

The  Trial  Balance  of  the  General  Ledger  follows: 

Trial  Balance  of  M.  L.  Roberts 
May  31,  1913 


1 

M.  L.  Roberts,  Investment 

11,000 

00 

2 

Cash 

12,257 

35 

3 

Purchases 

17,110 

00 

4 

Sales 

12,025 

50 

5 

Expense 

1,531 

00 

6 

Accounts  Receivable 

888 

00 

7 

Accounts  Payable 

3,150 

00 

8 

Notes  Receivable 

500 

00 

9 

Notes  Payable 

7,250 

00 

10 

Furniture  and  Fixtures 

1,175 

00 

11 

Discount  on  Sales 

132 

00 

12 

Discount  on  Purchases 

228 

20 

13 

Discoimt 

6035 

33,653 

70 

33,653 

70 

The  foregoing  •  Trial  Balance  shows  that  the  balance 
of  Accounts  Eeceivable  is  $888.00.  If  this  account  is  a 
summary  of  the  Sales  Ledger — if  it  really  controls  the  spe- 
cial Ledger — then  the  sum  of  all  the  balances  of  the  Sales 
Ledger  Accounts  must  equal  $888.00 : 


Schedule  of  Customers'  Balances  in  Sales  Ledger 
May  31,  1913 


Thorn  &  Lane 
B.  Case 
L.  Long 

Total 


64000 

28j00 

22000 


888  00 


Similarly,  Accounts  Payable  Account  of  the   General 
Ledger  controls  the  Purchase  Ledger: 
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Schedtile  of  Creditors'  Balances  in  Purchase  Ledger 

May  31,  1913 


Robert  Sommers 
Freeport  Mills 

Total 


350  00 
2,800  00 


3,150  00 


If  tlie  student  has  carefully  followed  the  steps  from 
the  recording  in  the  books  of  original  entry  to  the  post- 
ing in  the  three  Ledgers  and  the  establishment  of  the  Trial 
Balance  and  schedules,  he  has  learned  how  Controlling 
Accounts  are  employed.  If  he  now  reads  Section  8,  of 
Chapter  II,  Controlling  Accounts,  his  understanding  of 
the  subject  should  enable  him  to  keep  a  set  of  books  at 
complicated  as  those  shown. 

Summary 

The  object  of  this  chapter  was  to  make  clear  what 
accounting  has  done  for  bookkeeping.  The  reader  ob- 
served that,  by  the  introduction  of  special  books,  by  the 
addition  of  extra  columns  in  books  of  original  entry,  and 
by  the  use  of  Controlling  Accounts,  additional  information 
was  made  available  with  less  work.  At  the  same  time,  the 
proofs  so  essential  to  bookkeeping  information  were 
strengthened.  Those  who  previously  were  unfamiliar  with 
the  work  illustrated  in  this  chapter  should  carefully  trace 
each  transaction  through  the  various  books  of  original 
entrj''  and  from  thence  to  the  books  of  final  entry,  so  as 
clearly  to  see  and  definitely  to  learn  just  how  to  handle 
similar  items. 

EXERCISES 

Group  One 
1.    Mention  the  names  of  three  extra  columns  in  the  Cash 
Book.    Tell  regarding  one  of  them  all  of  the  advan- 
tages connected  with  its  use. 


64  ELEMENTS   OF   ACCOUNTING 

2.  Do  the  same  for  the  Journal, 

3.  What  are  Controlling  Accounts  ?    Describe  them,  point- 

ing out  their  advantages. 

4.  Show  that  special  columns  are  essential  for  the  use 

of  Controlling  Accounts. 

5.  For  what  items  do  we  employ  the  Journal  in  advanced 

bookkeeping?    Why  is  this  so? 

Group  Two 

Enter  the  following  transactions: 

May,  1913. 

1.  L.  B.  Collins  began  the  flour  and  grain  business  by  in- 
vesting cash  $8,500.00,  office  furniture  $300.00,  and 
merchandise  as  follows:  1,000  bu.  wheat  @  $1.00;. 
850  bbl.  potatoes  at  $2.00;  total  investment,  $11,- 
500.00. 

1.  Paid  in  cash:     Rent,  $75.00;  printing  and  stationery^ 

$18.50;  office  fixtures,  $125.00. 

2.  Bot.  of  L.  C.  Smith,  2/10,  n/30,  2,000  bu.  corn  @  60c, 

$1,200.00. 

2.  Bot.  of  R.  Rogers,  2/10,  n/30,  200  bbl.  flour  @  $7.80, 

$1,560.00. 

3.  Bot.  of  R.  Brown,  on  account,  2,000  bu.  wheat  @  $1.00, 

$2,000.00. 

4.  Sold  R.  Thorn  &  Bro.,   on  account,  1,000  bu.  com  @ 

80c,  $800.00. 

4.  Sold  M.  Mullin  &  Son,  on  their  15-day  note,  150  bbl. 

flour  @  $10.00,  $1,500.00. 

5.  Returned  to  R.  Rogers  10  bbl.  flour  @  $7.80,  on  account 

of  poor  quality.    Received  credit  for  $78.00. 

6.  Discounted  my  own   two-months  note   at  bank.     Face 

$5,000.00,  discount  $50.00,  net  proceeds  $4,950.00. 
6.    Paid  in  cash:     Clerk  hire,  $40.00;  tip  to  janitor,  $5.00. 
6.    Drew  for  private  use,  cash,  $100.00. 
6.    Sold  Brown  &  Bobbins,  on  their  10-day  note,  1,000  bu^ 

wheat  @  $1.25,  $1,250.00, 
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6.  Donated  to  Salvation  Army,  1  bbl.  flour,  $8.00;  to  Sea 
Side  Home,  cash,  $5.00.  (Charge  to  Expense  Ac- 
count; credit  Sales  Account  and  Cash  Account,  re- 
spectively.) 

8.  Sold  Cooper  &  Co.,  2/10,  n/30,  600  bbl.  potatoes  @  $2.25, 

$1,350.00. 

9.  Sold  Thom  &  Bro.,  2/10,  n/30,  100  bu.  wheat  @  $1.25. 

Sold  H.  Lee,  on  acct.,  500  bu.  wheat  @  $1.25. 

10.  Paid  L.  C.  Smith,  cash,  in  full  of  account  of  inv.  of  5/2 

less  2%  $1,176.00. 

11.  Bot.  of  L.  C.   Smith,  2/10,  n/30,  200  bbl.  potatoes  @ 

$1.50.  Bot.  of  H.  M.  Case,  on  acct.,  300  bbl.  potatoes 
@  $1.50. 

12.  Paid  R.  Rogers,  on  account,  cash,  $1,000.00,  receiving 

credit  for  $1,020.00.  (Note. — This  is  a  part  payment 
of  the  May  2  invoice;  2%  of  $1,000.00  is  $20'00,  the 
credit  to  Discount  on  Purchases  Account.  Mathe- 
matically and  theoretically,  we  should  have  received 
credit  for  $1,020.41,  $1,000  divided  by  98%.) 

13.  Gave  R.  Rogers  my  30-day  note  for  balance  of  account,. 

$462.00.    Sold  B.  Doe,  on  acct.,  400  bu.  wheat  @  $1.25. 

13.    Paid  clerk  hire,  cash,  $50.00. 

13.  Sent  goods  home  for' private  use,  2  bbl.  flour  @  $9.00,. 
$18.00.  Bot.  of  H.  M.  Case,  on  acct.,  500  bbl.  pota- 
toes @  $1.50. 

15.  Gave  R.  Brown  my  15-day  note,  on  account,  $1,000.00. 

16.  Discounted  Mullin's  note  of  5/4,  proceeds  $1,499.25. 

17.  Cooper  &  Co.  paid  their  invoice  of  5/8,  less  2%  cash, 

$1,323.00. 

19.  Thom  &  Bro.  gave  us  their  15-day  note  for  invoice  of 

5/4,  less  1%,  $792.00.  (Charge  Notes  Rec.  Account 
$792.00,  Disc,  on  Sales  Account  $8.00;  credit  R.  Thom 
&  Bro.  $800.00.) 

20.  Bot.  store  property  for  $6,000.00,  cash.      (Charge  Real 

Estate  Account.) 
22.    Paid  plumbing  bill,  cash,  $25.00. 
26.    Paid  R.  Brown  in  full  of  account,  cash,  $1,000.00. 
30.    Paid  my  note  of  5/15,  favor  of  R.  Brown,  cash,  $1,000.00 
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31.   Paid  in  cash:  Clerk  hire,  $50.00;  gas  bill,  $7.50;  tele- 
phone bill,  $12.00. 

1.  Enter  in  books  of  original  entry  (Sales  Book,  Pur- 
chase Book,  special  column  Cash  Book,  special  col- 
umn Journal)  the  review  set  furnished  you  here- 
with. The  columns  in  the  Cash  Book,  debit  side, 
are  Accounts  Receivable,  Discount  on  Sales,  Net, 
General;  on  the  credit  side.  Accounts  Payable,  Dis- 
count on  Purchases,  Net,  General. 

The  Journal  contains  six  columns:  Notes  Re- 
ceivable, Accounts  Payable^  General,  on  the  debit 
side;  on  the  credit  side,  General,  Accounts  Receiv- 
able, Notes  Payable.  The  Sales  Book  contains  three 
money  columns:  the  first  for  extensions;  the  second 
for  cash  sales ;  and  the  third  for  ordinary  sales. 

?.  Post  to  the  three  Ledgers  (General,  Customers',  and 
Creditors'),  keeping  them  apart  from  each  other. 
If  loose  Ledger  sheets  are  employed,  make  sure  that 
no  sheet  contains  accounts  belonging  to  another  Led- 
ger. Allow  five  lines  each,  in  the  General  Ledger, 
for  Accts.  Rec.  and  Accts.  Pay.  No  Personal  Ac- 
count, except  the  proprietor's,  should  be  in  the  Gen- 
eral Ledger. 

3.  Take  a  Trial  Balance  of  the  General  Ledger.     Pre- 

pare schedules  of  the  Sales  Ledger  and  of  the  Pur- 
chase Ledger. 

4.  If  you  wish  to  do  so,  prepare  the  statements  and  close 

the  books.      (Inventory   of  Merchandise  $3,763.60; 
allow  10%  depreciation  on  furniture  and  fixtures.) 


CHAPTER  IV 

SINGLE  ENTEY  VERSUS  DOUBLE  ENTEY 

The  accountant's  chief  interest  in  Single  Entry  Book- 
keeping is  connected  with  the  fact  that  the  practitioner 
is  frequently  called  upon  to  change  such  a  system  to 
Double  Entry.  In  order  to  do  so  intelligently  it  is  abso- 
lutely necessary  that  Single  Entry  be  understood  thor- 
oughly. Moreover,  the  relative  advantage  of  Double  Entry 
must  be  appreciated,  so  that  the  accountant  shall  be  able 
to  present  clearly,  forcibly,  and  successfully  the  argu- 
ment in  favor  of  the  more  scientific  system.  The  requisites 
thus  indicated  serve  to  suggest  the  aim  of  this  chapter: 

1.  To  present  Single  Entry  Bookkeeping. 

2.  To  show  how  to  change  from  this  system  to  that 
of  Double  Entry, 

3.  A  comparison  between  the  two  systems. 


Single  Entry 

In  the  most  elementary  form  of  Single  Entry  the  Jour- 
nal and  the  Ledger  are  the  only  two  books  employed. 
There  may  be  a  Blotter,  or  Day-book,  too,  but  it  is  not  es- 
sential to  the  system.  The  Journal  entries  for  an  invest- 
ment, a  payment  of  rent,  a  purchase  on  account,  a  sale 
on  account,  a  settlement  of  the  purchase  by  our  note,  and 
the  payment  of  this  note,  are  as  follows: 
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April  1,  1913 


L.  M.  Miller,  Prop.  Or. 

Began  business  by  investing: 
Cash 
Merchandise 


Dakota  Wheat  Co., 
Bought  on  account, 
1000  bu.  Wheat 
50  bbl.  Flour 


Cr. 

@  1.10 
@  9.00 


Dr. 


New  York  Trading  Co., 
Sold  on  account, 

600  bu.  Wheat        @  1.20 
20  bbl.  Flour         ©10.00 

6 
Dakota  Wheat  Co.,  Dr, 

Gave  them  ourt-5-day  note  in 
fuU  of  account. 


1,000 
1,250 


1,100 
450 


600 
200 


2,250 


1,550 


800 


1,550 


00 


00 


00 


OQl 


Observations. — ^As  a  result  of  the  investment,  the  Pro- 
prietor's Account  is  credited,  but  there  is  no  debit  entry. 
For  the  rent  tw  entry  at  all  is  shown.  The  purchase  re- 
sulted in  a  credit  to  Dakota  "Wheat  Co.,  while  the  sale 
affected  the  debit  side  of  N.  Y.  Trading  Co.'s  account. 
Dakota  "Wheat  Co.  was  charged  when  the  note  was  issued, 
but  no  entry  was  made  at  the  time  the  note  was  paid. 
Further  observation  discloses  that  it  is  customary  to  em- 
ploy the  last  money  column  for  posting  figures,  so  that 
it  is  necessary  to  employ  the  abbreviations  "Dr."  and 
"Cr."  to  indicate  whether  a  given  account  should  be  deb- 
ited or  credited. 

Conclusion. — Single  Entry  Bookkeeping  keeps  Personal 

Accounts  only.    If  a  transaction  does  not  involve  a  charge 

or  a  credit  to  a  Personal  Account,  no  entry  is  made  for 

the  transaction.    Thus,  the  payment  of  rent,  resulting  in: 

Expense  $90.00 

To  Cash  $90.00 
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does  not  appear  in  the  Journal  because  no  Personal  Ac- 
count is  involved.  Similarly,  the  redemption  of  our  note, 
which,  in  Double  Entry,  would  appear  as : 

Notes  Payable  $1,550.00 

To  Cash  $1,550.00 

is  not  journalized  for  the  same  reason.  The  rule  for  deb- 
iting and  crediting  in  Single  Entry,  simply  expressed,  is: 
"Journalize  according  to  the  rules  of  Double  Entry;  reject 
all  items  which  do  not  affect  Personal  Accounts." 

Very  few  concerns,  if  any  at  all,  would  find  a  simple 
system  such  as  the  one  just  outlined  a  satisfactory  one. 
In  conjunction  with  the  Journal  described,  a  Cash  Book 
is  also  employed.  This  book  has  a  single  function  to  per- 
form, namely,  to  record  the  receipts  and  disbursements  of 
money,  and  thus  to  show  the  cash  balance.  The  payment 
of  the  note  to  the  Dakota  Wheat  Co.  appears  among  the 
payments  of  cash.  If  we  paid  a  creditor  on  account,  the 
payment  would  be  shown  in  the  Cash  Book.  It  would  also 
appear  in  the  Journal,  as  the  latter  is  often  the  sole  posting 
medium.  Hence,  Single  Entry,  in  this  particular  instance, 
requires  more  work  than  Double  Entry,  a  point  to  which 
reference  will  be  made  later. 

In  actual  practice,  even  Sales  Books  and  Purchase 
Books  are  employed.  The  Cash  Book  is  often  changed,  so 
that  postings  may  be  made  directly  from  it^  to  the  Personal 
Accounts,  instead  of  by  way  of  the  Journal.^ 

^  Just  as  in  Double  Entry,  one  page  is  reserved  for  receipts  and 
the  opposite  page  for  disbursements.  On  the  debit  side  the  first  col- 
umn contains  the  amount  to  be  posted,  while  the  second  column 
contains  the  items  affecting  impersonal  accounts.  A  similar  arrange- 
ment obtains  on  the  credit  side.  The  sum  of  the  two  credit  columns, 
deducted  from  the  total  of  the  two  debit  columns,  establishes  the 
balance. 
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Single  Entry,  in  the  more  advanced  and  practical  form, 
is  better  styled  incomplete  Double  Entry. 

Proof  of  Posting. — In  Double  Entry,  before  preparing 
Statements  of  Assets  and  Liabilities  or  of  Profits  and 
Losses,  the  accuracy  of  the  postings  is  tested  by  means  of 
a  Trial  Balance.  The  statement  is  often  made  that  no  sim- 
ilar test  exists  by  which  to  test  postings  in  Single  Entry. 
That  the  statement  just  quoted  is  not  strictly  true  is 
about  to  be  shown.  First,  let  the  Journal  be  so  modified 
that  both  money  columns  are  employed,  as  in  Double  En- 
try. Debit  items  then  will  appear  in  the  first  column, 
credit  items  in  the  second.  If,  now,  a  summary  be  taken 
of  the  Ledger  Accounts  showing  the  total  of  debits  and  of 
credits,  even  of  those  accounts  which  are  "closed,"  a  proof 
is  available.  This  Proof  of  Posting, — a  better  name  than 
Trial  Balance, — where  a  Cash  Book  and  a  Journal  are 
the  only  books  of  original  entry  employed,  both  as  post- 
ing mediums,  is  obtained  as  follows: 

(a)     For  the  total  of  the  debit  side  of  all  Ledger  ac- 
counts : 

The  debit  column  of  the  Journal  plus  the 
posting  column  on  the  payment  side  of  the 
Cash  Book. 
(h)     For  the  total  of  the  credit  side  of  all  Ledger  ac- 
counts : 

The  credit  column  of  the  Journal  plus  the 
posting  column   on  the  receipt  side  of  the 
Cash  Book. 
We  herewith  present  the  summary  of  all  Ledger  ac- 
counts for  April,  and  also  the  Proof  of  Posting,  as  both 
would  appear  in  actual  practice.     Observe  very  carefully 
that  $16,450.00,  the  total  of  all  the  debits  posted  to  all  the 
Ledger  accounts,  corresponds  exactly  to  the  debits  derived 
from  original  entry  sources.    Note  a  similar  correspondence 
between  the  Ledger  credits  and  the  original  entry  credits. 
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Sununary  of  All  Ledger  Accoiuits 
April  30,  1913 


L.F. 

1 

T.  L.  Smith,  Prop. 

200  00 

3,000 

00 

2 

Amos  Lang 

1,500  00 

300 

00 

4 

T.  Jones  &  Bros. 

3,500  00 

2,000 

00 

8 

N.  Y.  Trading  Co. 

4,500  00 

4,100 

00 

12 

Wheat  Export  Co. 

2,00000 

1,600 

00 

13 

B.  BiUings 

soojoo 

1,800 

00 

16 

R.  T.  Rollins 

1,250 

00 

1,250 

00 

19 

I.  F.  FaUer 

360 

00 

24 

L.  L.  Lambert 

340 

00 

35 

J.  J.  Kauer 

Proof  of  Posting 

2,000 

00 

1,000 

00 

16,450 

00 

15,050 

00 

Journal — ^page   1 

Debits 

Credits 

4,150 

00 

6,000 

00 

2 

3,550 

00 

1,380 

00 

3 

5,000 

00 

2,020 

00 

4 

1,700 

00 

1,440 

00 

Cash  Book,  posting  column. 

debit    side 

4,210 

00 

credit     " 

2,050 

00 

16,450 

00 

15,050 

00 

statements  of  Condition  and  of  Progress. — Inasmuch 
as  a  Single  Entry  Ledger  contains  accounts  only  with 
debtors,  creditors,  and  the  proprietor,  it  is  evident  that 
from  it,  and  from  the  Cash  Book,  we  cannot  obtain  suffi- 
cient information  to  make  a  Statement  of  Assets  and  Lia- 
bilities. Hence,  it  is  necessary  to  obtain  information  from 
sources  other  than  the  books.  Notes  receivable  and  notes 
payable  may  be  found  listed  in  a  Bill  Book,  in  some  memo- 
randum book,  or  perhaps  in  some  other  way.  The  value 
of  furniture  and  fixtures,  and  of  other  similar  assets, 
may  be  ascertained  by  appraisal.     The  form  of  the  State- 
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ment  of  Assets  and  Liabilities  need  not  differ  from  that- 
with  which  we  are  already  familiar,  so  none  is  presented. 
But,  as  the  Ledger  contains  no  accounts  from  which 
to  establish  profits  or  losses,  another  method  has  been  de- 
vised. This  way,  though  we  may  not  be  aware  of  it,  is 
already  known  to  us.  It  consists  of  a  comparison  between 
the  value  of  the  business  at  present  and  the  net  invest- 
ment. More  simply,  it  is  the  difference  between  the  pres- 
ent present  worth  and  the  former  present  worth,  A 
single  illustration  will  suffice: 

Statement  of  Profit  and  Loss 

for  the  period  ending  December  31,  1912 

Present  Worth  of  business,  as  per  Statement  of 

Assets  and  Liabilities $5,850 .  00 

Net  Investment  of  proprietor,  as  per  Ledger 5,000 .  00 

Net  Profit  for  period  under  review $850.00 


We  have  now  seen  that  it  is  possible  to  determine  the 
profit  or  loss  and  the  value  of  the  business  even  by  Single 
Entry.  "What,  then,  so  far  as  final  Statements  are  con- 
cerned, is  the  superiority  of  Double  Entry?  It  will  be 
noticed  that,  though  the  amount  of  the  net  profits  has 
been  found,  there  is  no  way  of  proving  the  correctness  of 
our  results.  Moreover,  the  sources  of  our  profits  or  losses 
cannot  be  determined.  These  are  but  a  few  of  the  disad- 
vantages. Others  have  been  indicated  previously,  and 
these,  as  well  as  those  to  be  studied  in  more  advanced 
work,  will  be  found  recapitulated  at  the  end  of  the  present 
chapter. 

Changing  to  Double  Entry 

Were  the  student  to  open  a  concern's  Ledger,  say,  at 
page  151,  and  find  thereon  the  account  of  a  customer  or 
a  creditor,  he  could  not  tell  whether  the  books  were  kept 
by  Single  Entry  or  by  Double  Entry.    But  by  turning  the 
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pages  he  could  decide.  How?  By  noticing  the  presence 
or  absence  of  Impersonal  Accounts, — Expense,  Purchases, 
Notes  Receivable,  etc. 

Now,  if  it  is  required  to  change  a  Single  Entry  set  to 
a  Double  Entry  set,  the  principle  involved  is  remarkably 
simple.  Add  to  the  Ledger  the  Impersonal  Accounts.  The 
application  of  this  step  is  somewhat  difficult,  so  we  shall 
discuss  and  illustrate  it  at  some  length. 

You  learn  that  E.  E.  Ellison,  the  proprietor,  invested 
$3,500.00  at  the  beginning  of  the  year,  and  that  his  in- 
vestment has  remained  unchanged.  His  L^iger,  kept 
by  Single  Entry,  contains  the  following  balances: 

(ft)     Customers:  * 

F.  Hopkins  $368.00 

R.  Billings  1,500.00 

Smith  &  Co.  1,312.00 

Rollins  &  Bro.  375.00 

(&)     Creditors: 

Bailey  &  Co.  $1,000.00 

H.  Harris  750.00 

(c)     E.  E.  Ellison,  Prop.  $3,500.00 

Assume  that  you  have  been  asked  to  change  Mr.  Elli- 
son's books  to  the  Double  Entry  system,  how  should  you 
proceed  ? 

In  the  first  place,  you  must  find  how  much  Mr,  Elli- 
son's present  capital  is,  how  much  he  has  made  or  lost, 
and  whether  you  are  to  use  his  old  books  or  open  a  new 
set. 

Mr.  Ellison  decides  that  the  old  books  are  to  be  con- 
tinued, and  he  gives  you  the  following  information  to  as- 
sist you  in  determining  his  present  capital: 

Cash  in  bank,  as  per  Cash  Book,  $780.00 ;  value  of 
merchandise  on  hand,  $2,200.00;  two  notes  in  his 
favor  are  in  drawer,  one  from  Longley  Bros,   for 
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$1,000.00,  another  from  F.  Hopkins,  $500.00,  both 
due  next  week;  he  has  outstanding  a  note  in  favor 
of  H.  Harris,  due  to-morrow,  $2,000.00;  the  office 
furniture  is  worth  $450.00, 
The  first  step  consists  in  the  preparation  of  a  Statement 
of  Assets  and  Liabilities: 

Statement  of  Assets  and  Liabilities  of  E.  E.  Ellison 

December  31,  1913 
Assets  Liabilities 


Cash 

Notes  Receivable,  as 

listed 
Accts.  Receivable,  as 

per  schedule 
Merchandise,   as  per 

inventory 
Oflfice  Furniture 


780 

1,500 

3,555 

2,200 
450 

8,485 


00 


Notes  Payable,  favor 

H.  Harris 
Accts.  Payable,  as  per 

schedule 

Total  Liabilities 

Capital: 
E.E.TEllison's  Capital 


2,000 
1,750 


3,750 
4,735 


8,485 


00 
00 


00 
00 


00 


The  next  step  ascertains  the  profit  for  the  period  under 
review : 

Statement  of  E.  E.  Ellison's  Profit 

FOR  THE  PERIOD  ENDING  DECEMBER  31,  1913 

Capital  of  E.  E.  Ellison,  as  per  Statement  of  Assets 

and  Liabihties $4,735.00 

E.  E.  Ellison's  net  investment,  as  per  Ledger 3,500.00 


E.  E.  Elhson's  net  profit $1,235.00 


It  is  now  necessary  to  credit  Mr.  Ellison's  account 
with  $1,235.00  so  as  to  change  his  balance  to  the  amount 
of  his  present  capital.  This  step  should  he  taken  regard- 
less of  whether  the  hooks  are  to  he  changed  to  Douhle  Entry 
or  not.    The  Journal  entry  to  accomplish  this  end  is: 

E.  E.  Ellison,  Prop.  Cr.  $1,235.00 

To  enter  the  net  profit  for  the  current  year, 
as  per  Statement. 
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After  posting  the  above  entry,  only  a  few  additional 
accounts  must  be  entered  in  the  Ledger  so  as  to  have  it 
in  balance.  It  will  not  do  simply  to  enter  these  items; 
instead,  we  must  make  a  Journal  entry  in  order  to  ac- 
complish this  result. 

This  Journal  entry,  together  with  the  usual  explana- 
tions which  accompany  such  entries,  follows: 


L.F. 


Date 
I  have  this  day  decided  to 
change  my  books  from  Single  En- 
try to  Double  Entry.  The  follow- 
ing balances  exhibit  the  condition 
of  my  business: 


Cash 

NotesReceivable 
F.  Hopkins 
R.  BiUings 
Smith  &  Co. 
Rollins  &  Bro. 
Merchandise 
Office  Furniture 
To  Notes  Pay- 
able 
Bailey  &  Co. 
H.  Harris 
E.  E.  EUison, 
Prop. 


Balance  on  hand 

As  per  list 

Due  us 

Due  us 

Due  us 

Due  us 

As  per  inventory 

As  per  inventory 

As  per  list 
Due  them 
Due  him 

Net  capital 


All  of  the  above  balances  have 
been  posted  to  the  pages  indicated, 
except  the  items  checked.  These 
items  are  already  in  the  Ledger. 


780 

00 

1,500 

00 

368 

00 

1,500 

00 

1,312 

00 

375 

00 

2,200 

00 

450 

00 

2,000 

1,000 

750 

4,735 

00 
00 
00 

00 


The  reason  the  checked  ( v )  items  have  not  been 
posted  is  that  the  old  Ledger,  which  is  to  be  continued, 
already  contains  them.  The  change  from  a  Single  Entry 
Ledger  requires  the  addition  of  the  accounts,  not  included 
in  the  former.  It  would  not  do  to  post  the  Personal  Ac- 
counts, as,  by  so  doing,  they  would  appear  twice.  Cash 
is  posted,  as  it  is  desired  to  have  all  the  accounts  shown 
in  the  Ledger,  though  many  bookkeepers   omit  this   ac- 


76  ELEMENTS   OF  ACCOUNTING 

count,  preferring  to  consider  the  Cash  Book  as  the  cor- 
responding Ledger  Account.  After  the  posting  referred 
to  has  been  completed,  a  Trial  Balance  may  be  taken, 
which  will  prove  that  the  books  are  in  balance,  and  can 
be  continued  as  Double  Entry  books. 

Often,  in  a  case  such  as  the  one  discussed,  Mr.  Ellison 
might  ask  that  the  old  books  be  discontinued,  and  a  new 
set  opened.  It  would  then  be  required,  in  addition  to  the 
work  we  have  already  done,  that  the  old  books  be  closed 
and  a  new  set  opened. 

The  first  task  before  us  now  is  to  close  the  old  books, 
which  have  been  changed  to  the  Double  Entry  system.^ 
A  very  simple  principle  is  applied.  In  order  to  close  an 
account  which  has  a  debit  side — an  excess  on  the  debit 
side — it  must  be  credited.  Hence,  the  following  entry  in 
the  old  Journal,  which,  when  posted,  will  close  all  the 
Ledger  Accounts: 


Date 

I  have  this  day  decided  to  close  my  old  books,  preparatory  to 
opening  a  new  set.  The  following  entry  is  to  close  all  the  existing 
accounts  in  the  old  Ledger: 

Notes  Payable $2,000.00 

Bailey  &  Co 1,000.00 

H.  Harris 750.00 

E.  E.  EUison,  Prop 4,735.00 

To  Cash $780.00 

Notes  Receivable 1,500.00 

F.  Hopkins 368.00 

R.  BilUngs 1,500.00 

Smith  &  Co 1,312.00 

RoUins  &  Bro 375.00 

Merchandise 2,200.00 

Office  Furniture 450.00 


*  In  practice  it  would  not  be  necessary  to  change  the  old  books  to 
Double  Entry,  but  simply  to  transfer  the  balances  from  the  old 
Ledger  to  the  n»w  one,  with  an  appropriate  explanation  in  the  old 
Journal. 
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Another  method  of  elosmg  the  old  books  is  not  to 
change  them  first  to  the  Double  Entry  system,  but  to  pro- 
ceed as  follows : 

{,a)  Make  the  last  Single  Entry  entry,  to  change  the 
proprietor's  net  investment  to  his  present  capital. 

(&)  Close  the  accounts  in  the  old  Ledger  by  means 
of  a  Journal  entry,  debiting  all  creditors  and  the  pro- 
prietor, and  crediting  all  customers. 

Regardless  of  which  one  of  the  two  methods  of  clos- 
ing the  old  books  is  employed,  the  method  of  opening  the 
new  ones  is  the  same.  It  consists  of  an  entry  in  the  new 
Journal,  prefaced  by  a  suitable  statement  that  the  new  set 
is  to  be  employed.  This  entry  is  arranged  exactly  like 
the  one  shown  for  changing  the  old  books  to  Double  Entry 
(page  75),  but  all  the  items  are  posted.  The  check 
marks  and  the  concluding  explanation  are,  therefore,  not 
employed,  while,  for  the  introductory  Statement  (page 
75),  the  preface  referred  to  in  this  paragraph  is  substi- 
tuted. 

Changing  to  a  More  Modern  Set. — When  a  concern 
has  its  books  changed  from  Single  Entry  to  Double  Entry, 
it  not  infrequently  happens  that  the  accountant  is  in- 
structed to  introduce  such  labor-saving  devices  as  Con- 
trolling Accounts.  Let  us  assume  that  we  have  been  re- 
quested to  perform  this  service  for  Mr.  Ellison.  The 
problem  of  closing  the  old  books  is  changed  in  no  way, 
so  the  opening  of  the  new  books  is  all  that  concerns  us. 

To  open  a  new  set,  under  the  conditions  imposed,  means 
to  provide  for  the  use  of  a  General  Ledger,  for  a  special 
Ledger  for  customers,  and  another  for  creditors,  and  for 
special  columns  in  the  Journal  and  in  the  Cash  Book.  As 
we  have  previously  discussed  the  form  of  such  special  or 
extra  columns,^  it  will  not  be  necessary  to  describe  them 

*See  Controlling  Accounts,  page  31,  and  Chapter  III. 
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here.     The  Journal  entry  to  open  the  new  books  in  ques- 
tion may  be: 


AoctB.  Pay. 


General 


780 
1,500 
3,555 


2,200 
450 


L.F. 


Date 


I  have  this  day  opened 
a  new  set  of  books  ac- 
cording to  the  principles  of 
Double  Entry  bookkeep- 
ing. The  following  entry 
is  for  the  purpose  of  open- 
ing all  the  necessary  ac 
counts: 

Cash 

Notes  Receivable 
Accounts  Receivable: 
F.  Hopkins   $368.00 
R.  Billings    1,500.00 
Smith  &  Co  1,312.00 
Rollins  &  Bro.375 .  00 


Merchandise 
OflSce  Furniture 
To  Notes  Payable 
Accounts  Payable: 
Bailey  &  Co., 

Sl.OOO.OO 
H.  Harris  750.00 


E.  E.  Ellison,  Prop. 


L.F. 


General 


2,000 
1,750 


4,735 


00 


Accts.  Rec. 


It  is  to  be  noted  that  the  items  in  the  general  column 
are  to  be  posted  to  the  indicated  accounts  in  the  General 
Ledger.  Accounts  Eeceivable  and  Accounts  Payable,  in 
the  Main  Ledger,  take  the  place  of  the  accounts  of  the 
individual  customers  and  individual  creditors  of  the  old 
Ledger,  respectively.  But  as  it  is  still  necessary  to  keep  an 
account  with  each  customer  and  with  each  creditor,  the 
student  is  asked  to  observe  what  provision  has  been  made 
for  them.  The  customers'  accounts  are  to  be  posted  to 
the  debit  side  of  their  accounts  in  the  customers'  Ledger, 
while  the  creditors'  accounts  are  to  be  carried  to  the  credit 
of  their  own  accounts  in  the  creditors'  Ledger. 

Comparison  Between  Single  and  Double  Entry 

The  reader  is  now  prepared  to  note  the  differences  be- 
tween Single  Entry  and  Double  Entry  Bookkeeping.    Re- 
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garding  the  form,  he  knows  that  Single  Entry  books  con- 
template the  keeping  of  Personal  Accounts  alone,  while 
the  Double  Entry  system  keeps,  in  addition.  Real  and  Nom- 
inal Accounts.  The  business  man,  however,  is  interested 
not  so  much  in  the  technical  side  of  the  subject  as  he  is 
in  the  relative  advantages  of  Double  Entry  over  Single 
Entry.  Instead  of  detailing  these  points  now,  the  reader 
is  referred  to  the  summary  at  the  end  of  this  chapter, 
where  a  comparative  table  will  be  found,  prepared  in  such 
a  way  as  to  bring  out  the  points  involved  most  distinctly. 

It  is  suggested  that  this  comparative  table  be  not  com- 
mitted to  memory.  In  order  to  make  it  reasonably  com- 
plete, it  was  necessary  to  include  certain  points  which  will 
not  be  discussed  until  later.  Thus,  it  will  be  well  for  the 
student  to  return  to  this  summary  after  completing  the 
book. 

Card  Ledgers. — Because  Single  Entry  Bookkeeping 
contemplates  the  keeping  of  Personal  Accounts  only,  it  is 
quite  natural  to  discuss  Ledger  cards  in  the  present  con- 
nection. It  is  to  be  understood,  however,  that  such  cards 
are  very  frequently  employed  for  the  keeping  of  Personal 
Accounts  which  are  part  of  a  Double  Entry  system.  A 
Ledger  card  is  essentially  a  Ledger  page  ruled  on  card- 
board, though  many  modifications  of  the  type  Ledger 
ruling  are  employed. 

The  principal  arguments  in  favor  of  such  cards  are: 

(a)  They  are  self -indexing.  Bound  Ledgers  must 
be  indexed  as  an  aid  to  the  finding  of  desired  accounts, 
while  cards  may  be  arranged  alphabetically,  or  otherwise, 
so  as  to  obviate  the  necessity  of  an  index. 

(6)  They  are  most  accessible.  Filled  cards,  or  cards 
of  former  customers,  may  be  filed  away,  so  that  the  cur- 
rent cabinet  contains  only  live  accounts. 

(c)  They  minimize  errors  in  posting.  Inasmuch  as 
the  card  to  which  posting  is  made  may  be  placed  close 
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beside  the  original  entry,  the  errors  due  to  the  distance 
which  often  separates  the  original  from  the  final  entry 
mediums,  when  large  bound  books  are  employed,  are  ob- 
viated. 

(d)  They  improve  office  efficiency.  When  there  is 
much  posting  to  be  done,  or  many  statements  to  be  sent 
out,  or  whenever  it  is  desired  that  information  regarding 
Personal  Accounts  be  obtained  quickly,  a  number  of  clerks 
may  be  set  to  work  by  alloting  to  each  a  certain  number 
of  cards. 

Other  advantages  are  also  attributed  to  Ledger  cards, 
but  those  already  given  must  suffice  for  the  present  study. 
Before  turning  from  the  subject,  however,  it  is  necessary 
that  two  disadvantages  be  pointed  out. 

(o)  Cards  may  be  lost.  In  order  to  post  on  the 
cards  they  must  be  removed  from  their  compartments. 
Sometimes,  too,  they  are  temporarily  removed  during  in- 
vestigations or  discussions  affecting  particular  accounts. 
Cases  are  known  where  such  cards  as  those  referred  to 
have  been  lost,  and  it  is  not  necessary  to  point  out  the 
inconvenience  to  which  this  may  lead. 

(6)  Cards  may  be  misplaced.  When  returning  cards 
it  sometimes  happens  that  they  are  not  placed  exactly 
where  they  belong.  This  possibility  often  leads  to  quite 
serious  results. 

Loose-Leaf  Devices. — America  has  been  prolific  in  its 
production  of  loose-leaf  devices, — some  indifferent,  some 
poor,  not  a  few  good.  We  shall  here  very  briefly  refer  to 
the  so-called  loose-leaf  Ledgers,  because  the  subject  is  so 
intimately  connected  with  card  Ledgers  just  discussed. 

A  loose-leaf  Ledger  ordinarily  cannot  be  distinguished 
from  the  bound  one.  Close  inspection  will  reveal  the  bind- 
ing 'clasps  which,  when  unlocked,  will  permit  of  the  with- 
drawal or  insertion  of  pages.  All  the  advantages  of  card 
Ledgers,  with  the  usual  exception  of  (c)    and   (d),  may 
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be  ascribed  to  the  loose-leaf  books.  The  disadvantages 
true  of  cards  do  not  hold  here,  except  in  the  rare  cases 
where  pages  are  frequently  removed. 

Summary 

Single  Entry  Bookkeeping  keeps  Personal  Accounts 
only.  In  actual  practice,  Single  Entry  is  more  usually 
found  to  be  incomplete  Double  Entry.  In  order  to  change 
to  Double  Entry  it  is  necessary  to  add  those  Real  Accounts 
which,  when  taken  into  consideration  with  the  existing 
Personal  Accounts,  will  enable  one  to  make  a  Statement 
of  Assets  and  Liabilities.  The  Nominal  Accounts  which 
are  found  in  connection  with  Double  Entry  Bookkeeping 
will  be  crieated  as  transactions  involving  them  occur. 

The  following  steps  are  usually  taken  to  effect  the 
change : 

(a)     Ascertainment  of  the  present  capital. 

(6)     Finding  the  net  profit  or  the  net  loss. 

(c)  The  last  Single  Entry  entry  so  as  to  credit  the 

Proprietor's  Account  for  the  net  profit  or  to 
charge  it  for  the  net  loss. 

(d)  Closing  the  old  books. 

(e)  Opening  the  new  books. 

A  comparison  between  the  two  systems  may  be  ar- 
ranged in  parallel  columns,  thus: 

Double   Entry  Sestgle  Entry 

1..    Personal,      Real,      and     1.     Personal    Accounts    are 
Nominal  Accounts  are  kept, 

kept. 
2.     Trial  Balance  to  prove     2.     Cumbersome  and  little- 
accuracy  of  posting.  known      "Proof      of 

Posting"   to   test   ac- 
curacy of  posting. 
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Double  Entry 

The  Balance  Sheet,  pre- 
pared from  the  books. 


4.  Profit   and   Loss   State- 

ments prepared  from 
the  books. 

5.  Nos.    3    and    4,    above, 

mutually  check  and 
prove  each  other. 

6.  Sources    of    profits    or 

losses  ascertainable. 

7.  Systems      of      internal 

cheek  are  available 
so  as  to  prove  a  de- 
terrent on  fraud. 

8.  Statistical      and      cost 

data,  information  to 
establish  fire,  bur- 
glary, or  credit  loss- 
es, etc.,  available. 

9.  Applicable  to  all  kinds 

of  business,  large  or 
small. 


Single  Entry 

3.  Statement  of  Assets  and 

Liabilities  prepared 
from  books  and  other 
sources. 

4.  Statement  of  Profit  or 

Loss  possible. 

5.  No  proof. 


7. 


8. 


Absence  of  such  checks 
may  prove  a  tempta- 
tion to  fraud  and 
carelessness. 


9. 


Suitable  for  retail  con- 
cerns, like  grocery  or 
provision  houses,  hav- 
ing a  large  number 
of  customers ;  card 
Ledgers  are  an  ad- 
vantage here. 


Two  of  the  products  of  recent  progress  in  detailed 
accounting  are  card  Ledgers  and  loose-leaf  Ledgers.  These 
are  quite  in  vogue,  especially  where  many  Personal  Ac- 
counts are  kept.     Much  is  to  be  said  in  favor  of  these 
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new  devices,  but  a  few  disadvantages  are  also  connected 
with  their  use. 

EXERCISES 

Group  One 

1.  Differentiate  between  Single  Entry  and  Double  Entry 

Bookkeeping. 

2.  Mention  three  important  items  of  information  which 

could  not  be  obtained  from  a  Single  Entry  set,  but 
which  could  be  gotten  from  a  Double  Entry  set. 

3.  Write  a  letter  to  the  proprietor  of  a  wholesale  dry- 

goods  house  whose  books  have  been  kept  by  Single 
Entry  so  as  to  convince  him  that  he  should  have 
them  changed  to  Double  Entry. 

4.  Argue  in  favor  of  Double  Entry  for  a  retail  furniture 

concern. 

5.  How  would  you  change  a  Double  Entry  set  to  a  Single 

Entry  one? 

6.  Outline  a  form  for  the  "Proof  of  Posting"  for  a  Sin- 

gle Entry  Ledger  to  which  postings  are  made  from 
a  Journal,  Cash  Book,  Sales  Book,  and  Purchase 
Book. 

7.  State  how  you  can  ascertain  the  profit  or  loss  of  a 

business  whose  books  have  been  kept  by  Single 
Entry. 

8.  Describe  card  Ledgers  and  loose-leaf  systems. 

Group  Two 

1.  L.  E.  Smythe  began  business  on  April  1,  1912,  by  in- 
vesting cash,  $3,000.00;  merchandise,  $1,700.00;  and 
office  furniture,  $400.00.  His  withdrawals  were  as 
follows:  July  3,  1912,  cash,  $100.00;  Dec.  27,  1912, 
cash,  $250.00;  Feb.  5,  1913,  merchandise  for  pri- 
vate use,  $30.00.     On  March  31,  1913,  his  Ledger 
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contains  his  own  account  and  also  the  following  bal- 
ances: 

(o) 


Customers : 

Bailey  &  Co. 

$495.00 

R.  Sommers 

1,365.00 

Jansen  &  Rowe 

2,400.00 

T.  L.  Sellers 

590.00 

Creditors : 

Cole  &  Johnson 

$1,500.00 

AUis  &  Co. 

490.00 

(&) 


•  From  other  sources  of  information  it  is  ascertained 
that  the  cash  in  bank  amounts  to  $6,415.00,  and  that 
there  is  $165.00  in  the  safe.  The  goods  are  inven- 
toried at  $3,400.00;  office  furniture,  $300.00;  Mr. 
Smythe  holds  a  note  in  his  favor  for  $200.00;  while 
he  has  outstanding  two  notes  of  $4,000.00  each,  both 
in  favor  of  his  bank. 

A.  Find  the  present  value  of  Mr.  Smythe 's  busi- 

ness, March  31,  1913. 

B.  Find  his  net  profit  or  net  loss. 

1.     Change  the  old  books  to  the  Double  Entry  system, 

3.  Close  the  old  books  and  open  a  new  set  to  be  kept  by 

Double  Entry. 

4.  Open  the  new  books,  introducing  customers'  and  cred- 

itors' Controlling  Accounts. 

5.  Make   the  last   Single   Entry  Journal   entry  in   Mr. 

Smythe 's  books. 

6.  Show  Mr.  Smythe 's  account  in  the  old  Ledger  after 

posting  the  entry  referred  to  in  the  last  question. 
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CHAPTER  V 
PAETNERSHIP    ACCOUNTING 

A  STUDY  of  commercial  history  reveals  the  economic 
basis  underlying  the  formation  of  partnerships.  The  need 
of  more  capital,  the  impossibility  of  one  man  to  be  in  more 
than  one  place  at  one  and  the  same  time,  division  of  labor, 
and  the  fact  that  the  interests  of  a  sole  proprietor  may  be 
jeopardized  by  the  owner's  illness  are  among  the  consid- 
erations which  have  given  rise  to  copartnerships  in  the 
past,  and  which  will  be  responsible  for  the  continuance  of 
such  organizations. 

The  legal  relations  existing  between  partners  form  a 
most  absorbing  study,  and  their  thorough  mastery  by  the 
accountant  is  essential.  Space  will  not  permit,  however, 
a  discussion  of  the  law  involved.  In  Chapter  VI,  dealing 
with  corporation  accounting,  there  will  be  found  a  tabu- 
lar summary  comparing  partnerships  and  corporations, 
and  to  this  table  the  student  is  referred  for  a  synopsis  of 
some  of  the  main  points  of  partnership  law. 

Most  partnerships  do,  and  all  should,  begin  with  a  writ- 
ten agreement.  This  contract  should  state  clearly  the 
rights  and  duties  of  the  individual  partners,  for  experience 
confirms  the  frequently  quoted  statement  that  the  great 
majority  of  legal  disputes  between  partners  might  have 
been  avoided  by  a  strict  observance  of  the  advice  men- 
tioned. 

A  typical  form  of  partnership  agreement  is  herewith 
shown: 

86 
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Articles  op  Copartnership 

These  Articles  of  Agreeiment,  made  and  entered  into  this 
second  day  of  January,  one  thousand  nine  hundred  and  thir- 
teen, by  and  between  John  Doe,  of  the  city  of  New  York,  party 
of  the  first  part,  and  Eichard  Eoe,  of  the  same  place,  party  of 
the  second  part, 

WITNESSETH,  as  f oUows : 

1.  The  said  parties  above  named  hereby  agree  to  become 
partners  in  the  retail  shoe  business,  located  in  the  city  of  New 
York,  under  the  firm  name  and  style  of  Doe  &  Eoe,  said  part- 
nership to  continue  for  five  years  from  the  date  hereof. 

2.  The  capital  of  the  said  partnership  shall  consist  of 
eight  thousand  dollars  ($8,000),  in  cash,  contributed  as  follows: 
John  Doe  to  contribute  five  thousand  dollars  ($5,000),  and 
Eichard  Eoe  to  contribute  three  thousand  dollars  ($3,000). 
The  said  contributions  are  to  be  employed  as  a  common  fund 
in  the  conduct  of  the  business,  for  their  mutual  benefit  and 
advantage. 

3.  During  the  continuance  of  the  partnership  herein  men- 
tioned, each  of  the  partners  shall  give  his  time,  skill,  and 
attention  to  the  business,  and  exert  his  best  powers  for  their 
joint  interest,  profit,  benefit  and  advantage,  and  truly  buy,  sell 
and  trade  with  their  joint  stock,  and  the  increase  thereof  in 
the  said  business.  They  shall  bear,  pay  and  discharge  equally 
between  them  all  expenses  of  the  business;  all  losses  and  all 
gains  arising  from  the  conduct  of  the  business  shall  be  borne 
and  divided  equally  between  them. 

4.  For  the  time,  skill  and  attention  given  to  the  business 
John  Doe  shall  receive  the  sum  of  one  hundred  dollars 
($100.00)  per  month,  and  Eichard  Eoe  the  sum  of  seventy-five 
dollars  ($75.00)  per  month,  said  sum,  in  both  cases,  to  be 
charged  to  Salaries  Account. 

5.  Neither 'partner  shall  draw  more  than  one  hundred  dol- 
lars ($100.00)  per  month,  in  addition  to  the  salary  herein  stip- 
ulated and  allowed,  and  such  drawings  shall  be  charged  to  their 
respective  Personal  Accounts.  If  at  the  end  of  each  year  it 
is  found  that  either  partner's  withdrawals  exceed  his  share  of 
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the  net  gain  for  the  said  year,  then  he  shall  immediately  reim- 
burse the  firm  with  the  amount  of  the  deficit. 

6.  All  the  transactions  of  the  partnership  shall  be  truly 
entered  in  Double  Entry  books  of  account,  and  the  same  are 
to  be  audited  periodically  by  a  certified  public  accountant.  On 
the  thirty-first  day  of  December  of  each  year  the  books  shall 
be  closed  by  a  certified  public  accountant,  and  the  net  profit 
or  net  loss  for  the  year  ascertained  and  apportioned. 

7.  The  said  parties  hereby  mutually  agree  that  during  the 
continuance  of  the  said  partnership  neither  of  them  shall  en- 
dorse any  note,  or  become  surety  for  any  person,  without  the 
written  consent  of  the  said  other  partner. 

8.  And  it  is  finally  agreed  that  at  the  termination  of  the 
said  partnership  the  said  partners,  each  tp  the  other,  shall  and 
will  make  a  true,  just  and  final  account  of  all  things  relating 
to  their  said  business,  and  in  all  things  truly  adjust  the  same; 
and  all  the  stock,  as  well  as  the  gains  and  increase  thereof, 
which  shall  appear  to  be  remaining,  either  in  money,  goods, 
wares,  fixtures,  debts  and  otherwise,  shall  be  equitably  divided 
between  them. 

In  Witness  Whereof,  the  parties  hereto  have  hereunto  in- 
terchangeably set  their  hands,  the  day  and  year  first  above 
written. 

John  Doe.  (L.  S.) 

KiCHARD  EOE.        (L.  S.) 

(These  documents  conclude  with  the  signature  of  a 
witness,  and  the  attest  of  a  notary  public.) 

The  student  is  advised  to  make  an  outline  of  the  above, 
or  of  a  similar  agreement,  in  order  to  ascertain  how  many 
of  the  following  essential  features  have  been  provided  for : 

1.  Date  of  commencement. 

2.  Parties. 

3.  ^Nature  of  business. 

4.  Location  of  business. 

5.  Firm  name. 

6.  Duration  of  partnership. 
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7.  Individual  investments. 

8.  Eights  and  duties  of  partners. 

9.  Division  of  profits  or  losses. 

10.  Compensation. 

11.  Personal  drawings. 

12.  Books  of  account. 

13.  Auditing  of  books. 

14.  Dissolution. 

15.  Interest  on  investments. 

The  object  of  this  preliminary  study  is  not  to  enable 
the  accountant  to  draw  up  articles  of  copartnership, — the 
work  of  trained  lawyers, — but  to  suggest  the  attitude  of 
the  accountant,  who,  in  order  to  safeguard  the  interests  of 
his  clients,  should  be  able  to  pass  expert  judgment  upon 
proposed  agreements  between  members  of  a  firm. 

Accounting. — The  difference  between  the  books  of  a 
sole  proprietor  and  of  a  partnership,  in  the  same  line  of 
business,  is  a  slight  one.  The  entries  for  sales,  purchases, 
returns,  settlements,  and  other  transactions  are  identical. 
The  existence  of  additional  Proprietors'  Capital  and  Per- 
sonal Accounts  is  the  distinguishing  feature  of  partnership 
Ledgers.  It  is  therefore  evident  that  we  are  already  fa- 
miliar with  the  ordinary  bookkeeping  routine,  and  that, 
if  there  is  anything  peculiar  to  the  accounting  of  partner- 
ships, we  must  look  for  it  elsewhere.  Opening  entries, 
closing  entries,  entries  upon  dissolution,  the  paying  off 
of  a  retiring  partner,  and  the  admission  of  a  new  partner, 
— these  are  the  topics  to  which  we  will  direct  attention. 

Routine  Entries. — In  order  to  satisfy  the  possible 
curiosity  of  the  student  we  shall  spend  a  few  minutes  on 
routine  entries,  so  as  to  eliminate  any  which  might  be  re- 
garded as  existing  in  partnership  relations  only. 

Suppose  that,  of  two  partners,  one  is  the  outside  man 
who  is  entitled  to  expenses  incurred  while  on  the  road. 
When  payments  are  made  to  reimburse  him  for  outlays 
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it  is  usual  to  charge  Traveling  Expense  Account  and  to 
credit  Cash,  thus: 


Traveling  Expense  $- 

^  To  Cash 


If,  however,  the  partner  should  hand  in  his  expense  slip 
without  drawing  payment  therefor,  instead  of  crediting 
cash  he  should  be  given  credit  for  the  amount.  The  trans- 
action might  be  regarded  as  an  additional,  though  tem- 
porary, investment: 

Traveling  Expense  "  $ 

To    (Partner),  Personal  $ 


The  student  should  notice  that  not  the  Capital  Account, 
but  a  Personal  Account,  is  employed.  The  reason  for  this 
usage  lies  in  the  fact  that  the  Capital  or  Investment  Ac- 
count is  reserved  for  the  purpose  of  showing  the  capital 
invested  at  the  beginning  of  the  period,  while  any  changes 
prior  to  the  adjustment  at  the  end  of  the  period  are  shown 
in  another  account.  This  other  account  is  often  called  a 
Drawing,  instead  of  a  Personal,  Account. 

•Ajiother  transaction  closely  related  to  the  one  just  dis- 
cussed occurs  when  a  partner  entitled  to  salary  elects  not 
to  draw  the  amount  due  him.  Here,  too,  it  is  clear,  the 
act  on  the  part  of  the  proprietor  is  equivalent  to  a  tem- 
porary investment,  and  the  entry  should  be: 

Salaries  $ 

To  (Partner),  Personal  $ 


"Withdrawals  of  cash  or  of  merchandise,  or  payments 
by  the  firm  for  the  personal  benefit  of  a  partner,  should 
be  charged  to  the  said  partner's  Personal  Account. 

'  The  term  "  to  "  is  employed  to  precede  the  first  credit  item  of  a 
Journal  entry,  in  conformity  with  the  practice  of  most  accountants, 
though  many  regard  this  convention  as  useless. 
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Opening  Entries. — A  cash  investment  by  an  indi- 
vidual, as  we  already  know,  results  in  a  charge  to  Cash 
Account  and  a  credit  to  the  Proprietor's  Account.  If  two 
persons  enter  into  a  partnership,  each  of  them  investing 
cash,  the  transaction  results  in  two  entries,  each  like  the 
one  for  the  individual  entry  just  described.  But  should 
the  investment  of  one  of  the  proprietors  be  in  something 
else  than  in  cash  the  entry  therefor  must  be  slightly  modi- 
fied. The  partner  must  still  be  credited  for  the  amount 
of  his  investment,  but,  instead  of  debiting  Cash  Account 
to  offset  the  credit,  other  assets  must  be  charged,  in  suit- 
ably styled  accounts,  for  the  amounts  represented  by  their 
value.  A  final  modification  becomes  necessary  when  a 
partner's  investment  consists  of  assets  turned  over  to,  and 
liabilities  assumed  by,  the  firm.     In  such  cases  each  asset 


Joiimal 


January  2,  1913 
John  Doe,  Richard  Roe,  and 
Frank  Soe  have  this  day  formed  a 
partnership  according  to  articles  of 
copartnership  executed  this  day. 
Their  investments  follow: 

Cash 

To  John  Doe,  Capital 
Investment  as  per  agreement 

Cash 
Merchandise 

To  Richard  Roe,  Capital 
Investment  as  per  agreement 

Cash 

Merchandise 
Notes  Receivable 
Office  Furniture 
Accounts  Receivable 

To  Notes  Payable 
Accounts  Payable 
Frank  Soe,  Capital 
Investment  as  per  agreement 


5,000 


3,000 
1,500 


00 


1,200  00 
1,500'00 
1,000  00 
500  00 
3,000,00 


5,000 


4,500 


3,000 
1,000 


00 


00 


3,200  00 
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is  debited,  each  liability  is  credited,  and  the  Proprietor's 
Account  is  credited  for  the  difference — his  net  investment. 

The  Journal  entry  for  an  investment  such  as  just  de- 
scribed, for  the  one  preceding  it,  and  for  a  cash  investment 
involved  in  a  partnership  consisting  of  three  individuals 
is  shown  on  the  preceding  page. 

Some  explanations  regarding  the  above  entries  are  in 
order.  The  reason  why  the  details  of  the  copartnership 
agreement  are  omitted  is  because  it  is  not  desirable  that 
every  one  who  has  access  to  the  books  shall  be  in  a  posi- 
tion to  learn  the  private  affairs  of  the  firm.  It  is  to  be 
noticed  that  Cash  Account,  in  all  of  the  three  entries,  is 
checked.  This  is  to  prevent  posting  to  the  General  Ledger, 
as  cash  has  been  debited  in  the  Cash  Book.  The  details 
of  Accounts  Receivable  and  of  Accounts  Payable,  part  of 
Mr,  Soe's  entry,  will  be  found  in  a  schedule  attached  to 
the  copartnership  agreement.  It  is  of  course  necessary 
to  list  the  separate  accounts  in  the  auxiliary  Ledgers,  and 
for  this  purpose  it  is  better  to  show  the  opening  entry  in 
a  Journal  containing  extra  columns,  such  as  the  one  illus- 
trated on  page  54. 

Sometimes  a  partner  invests  notes  and  accounts,  guar- 
anteeing their  goodness.  Upon  subsequent  default  the 
loss  falls  upon  the  partner.  The  entry  for  such  a  note, 
when  returned  dishonored,  with  protest  fees  incurred 
thereon,  is: 

(Partner),  Personal  $1,002.50 

To  Notes  Receivable  $1,000.00 

Cash  2.50 

and,  in  the  case  of  a  debtor's  account  proving  uncollect- 
able,  the  following  is  the  entry: 

(Partner),  Personal  $300.00 

To  Accounts  Receivable  (Customer)        $300.00 
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But. where  no  guarantee  is  given,  and  where  the  items 
are  accepted  at  a  certain  figure,  in  case  of  losses  of  this 
kind  an  entry  is  to  be  made  similar  to  the  entry  for  such 
items  when  occurring  in  the  ordinary  course  of  business.^ 

Closing  Entries. — Closing  entries,  in  partnership  as 
well  as  in  other  types  of  accounting,  are  often  referred  to 
as  adjustments.  It  is  now  our  purpose  to  consider  various 
adjustments  which  arise  in  partnership  accounting. 

Let  us  consider  a  most  simple  example.  Assume  that 
all  profits  and  losses  have  been  transferred  to  the  Profit 
and  Loss  Account  in  the  Ledger,  and  that  the  balance  of 
this  account,  one  thousand  dollars  ($1,000.00),  awaits  ad- 
justment— ^transfer  to  the  proprietary  accounts.  Several 
cases  may  arise: 

(a)  Where  the  investments  of  each  partner,  say  two 
of  them,  have  been  the  same,  and  the  matter  of  dividing 
profits  or  losses  has  not  been  mentioned  in  the  copart- 
nership agreement.  Here  each  partner  is  entitled  to 
$500.00,  and  the  entry  to  close  the  Profit  and  Loss  Account 
so  as  to  adjust  the  net  profit  is : 

Profit  and  Loss  $1,000.00 

To  John  Doe,  Personal  $500.00 

Richard  Roe,  Personal  500.00 

(&)  Where  the  conditions  are  exactly  as  set  forth  in 
(a),  above,  except  that  Doe  has  invested,  say,  $6,000.00, 
and  Roe  $4,000.00,  the  closing  entry  is : 

Profit  and  Loss  $1,000.00 

To  John  Doe,  Personal  $500.00 

Richard  Roe,  Personal  500.00 

The  reason  the  division  of  profits  is  exactly  the  same 
in  the  second  case  as  in  the  first  is  found  in  the  law  which 

'  Such  losses  are  referred  to  in  Chapter  VII. 
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holds  that,  in  the  absence  of  a  specific  agreemerit  to  the 
contrary,  all  profits  are  to  be  shared,  and  all  losses  are  to 
he  home,  equally  among  partners. 

(c)  The  third  case  arises  where  the  profits  are  specif- 
ically directed  to  be  divided  in  other  ways  than  equally. 
Three  cases  will  be  treated  in  this  connection: 

1.  Profits  to  be  divided  according  to  investments. — In 
such  instances  the  original  investments  of  the  partners 
are  taken  into  consideration.  The  total  firm  investment 
is  treated  as  the  denominator  of  a  fraction,  the  individual 
investments  as  the  numerator,  and  the  net  profit  as  the 
sum  of  which  the  fraction  is  taken.  To  illustrate:  Ac- 
cording to  this  division  Doe  and  Roe,  in  example  (&), 
above,  would  share  as  follows: 

Doe,    j^^  of  $1,000.00=$600.00 
Roe,    ^~  of  $1,000.00=$400.00 

2.  Profits  to  be  divided  according  to  net  investment. — 
Here  the  procedure  is  along  the  same  line  as  in  "1", 
above,  but  the  fraction  has  a  numerator  consisting  of  the 
individual  net  investment,  and  a.  denominator  which  is  the 
sum  of  the  separate  net  investments. 

It  is  hardly  necessary  to  point  out  that  the  net  invest- 
ment is  the  credit  balance  of  the  partners'  accounts  where 
only  one  account  is  employed.  If,  however,  a  Capital  and 
a  Personal  Account  are  employed,  the  credit  balance  of  the 
latter  is  added  to,  or  the  debit  balance  of  the  latter  is  de< 
ducted  from,  the  balance  of  the  Capital  Account. 

3.  Profits  to  be  divided  according  to  average  invest- 
ment.— ^As  in  the  previous  cases,  assume  that  the  net  profit 
to  be  divided  is  $1,000.00,  and  that  the  accounts  of  Doe 
and  Roe  are,  respectively,  as  follows: 
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Jan.  1 $6,000.00 


John  Doe,  Personal 


Apr.  1 $100.00 

May  1 50.00 

Nov.  1 200.00 


Jan.   1. 


.$150.00 


Richard  Roe,  Capital 


Jan.  1 $4,000.00 


Richard  Roe,  Personal 


Apr.  1 $50.00 

Mayl 50.00 

Sept.  1 100.00 

Decl 60.00 


It  is  clear  that  Doe's  investment  was  never  more  than 
$6,150.00  ($6,000.00  plus  $150.00),  never  less  than 
$5,800.00  ($6,150.00  minus  $350.00),  hence  the  average  in- 
vestment is  somewhere  between  $6,150.00  and  $5,800.00. 
Consider  this  simple  solution :  ^ 


*  The  principle  upon  which  the  solution  is  based  is  that  the  use  of 
$100.00  for  three  days  is  equivalent  to  the  use  of  $300.00  for  one 
day,  or  of  $150.00  for  two  days,  or  of  $50.00  for  six  days.  Note 
that  the  process  is  the  same  as  the  "product"  method  of  some 
texts  in  arithmetic.  The  student  can  easily  prove  the  correctness  of 
the  given  equations,  by  determining  the  intpi-^o*  on  the  result  for 
the  equated  time. 
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Investment :      S6,000 .  00  for  12  mo.,  or  $72,000 .  00  for  one  mo. 
150.00forl2mo.,  or     1,800. 00  for  one  mo. 

Total  investment $73,800 .  00  for  one  mo. 


Withdrawals:      $100.00  for  9  mo.,  or      $900 . 00  for  one  mo. 

50.00  for   8  mo.,  or        400 . 00  for  one  mo. 

200.00  for   2  mo.,  or        400 . 00  for  one  mo. 


Total  withdrawals $1,700.00  for  one  mo. 


$73,800.00  less  $1,700.00,  or  $72,100.00,  equivalent  for 
one  month;  $72,100.00  divided  by  12,  or  $6,008.00  (plus),  the 
average  investment. 

Notice  that  $6,008.00  lies  between  the  limits  previously 
found,  and  observe  that  the  value  of  gauging  the  result 
in  advance  is  to  prevent  answers  ridiculously  low  or  high. 

The  student  should  determine  the  average  investment 
for  Eoe,  apportion  the  net  profit  of  $1,000.00  according 
to  the  method  shown  in  "  1 ",  above,  and  make  the  Journal 
entry  necessary  for  the  final  adjustment. 

Interest  on  Investments. — The  question  of  determin- 
ing interest  on  partnership  investments  arises  when  the 
articles  of  agreement  so  specify.  In  such  cases  interest 
is  to  be  calculated  and  adjusted  prior  to  the  apportion- 
ment of  net  profits  just  discussed.  The  problem  before  us 
is  twofold:  how  to  determine  the  amount  of  interest  to  be 
allowed  or  charged,  and  the  entries  necessary  for  the  ad- 
justment of  the  interest  as  found.  We  shall  consider  the 
latter  problem  first. 

Assume  that  we  are  interested  in  the  affairs  of  three 
partners,  Doe,  Eoe,  and  Soe,  whose  copartnership  agree- 
ment contains  a  clause  directing  that  each  partner  be 
allowed  interest  at  six  per  cent,  per  annum  on  his  net  in- 
vestment. Assume,  further,  that  Doe  is  entitled  to  $45.00 
interest,  Roe  to  $25.00,  and  Soe  to  $20.00.  The  problem 
now  is  how  to  adjust  this  interest.  We  must  remember 
that  each  partner  is  to  be  credited  with  the  amount  he  is 
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entitled  to,  and  that  the  total  is  to  be  charged  against 
profits,  thus  reducing  the  amount  to  be  divided  among  the 
members  of  the  firm.  A  number  of  solutions  suggest 
themselves : 

Solution  (a) : 
Profit  and  Loss  $90.00 

To  Doe,  Personal  $45.00 

Roe,  Personal  25.00 

Soe,  Personal  20.00 

As  some  accountants  object  to  a  direct  charge  to  Profit  and 
Loss  in  such  cases,  arguing  that  some  nominal  account 
should  show  expenses  or  losses  arising  out  of  such  interest 
transactions,  we  have: 

Solution   (&); 
Interest  $90.00 

To  Doe,  Personal  $45.00 

Roe,  Personal  25.00 

Soe,  Personal  20.00 

The  most  serious  objection  to  this  entry  is  that  Interest  is 
the  title  of  an  account  reserved  for  excess  payments  be- 
tween outsiders  and  ourselves,  while  the  allowance  under 
discussion  is  a  sort  of  family  affair.  To  meet  this  objec- 
tion,  consider: 

Solution  (c) : 
Interest  on  Partnership  Investments  $90.00 
To  Doe,  Personal  $45:00 

Roe,  Personal  25.00 

Soe,  Personal  20.00 

It  is  easily  seen  that  the  last  two  solutions  differ  little 
from  the  first,  because  either  Interest  Account  or  Interest 
on  Partnership  Investments  Account  is  closed  into  Profit 
and  Loss  Account.    As  it  is  sometimes  requested  to  make 
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the  adjustment  we  are  considering  mthout  employing  any- 
Nominal  Account  at  all,  we  offer: 

Solution  {d) : 

Roe,  Personal  $5.00 

Soe,  Personal  10.00 
To  Doe,  Personal  $15.00 

Each  of  the  first  three  solutions  would  have  reduced  the 
profits  available  for  division  by  $90.00,  or  $30.00  would 
have  been  the  amount  each  partner  received  less.  But 
if  Doe  received  $30.00  less  in  profits  it  was  because  he 
had  received  (been  credited  with)  $45.00  interest,  a  net 
increase  of  $15.00  to  him.  Roe  would  have  suffered  to 
the  extent  of  $30.00  less  in  profits,  also,  but  then  he  would 
have  received  $25.00  interest,  a  net  loss  or  decrease  to  him 
of  $5.00.  Similarly,  Soe's  net  decrease  would  have  been 
$10.00.  Inasmuch  as  the  above  entry  benefits  Doe  with 
$15.00  by  increasing  his  balance,  and  decreases  Roe's  and 
Soe's  accounts  $5.00  and  $10.00,  respectively,  it  should 
be  clear  that  the  adjustment  does  accomplish  the  desired 
end.  Of  course,  the  profits  undiminished  by  the  amount 
of  interest  would  then  be  distributed  among  the  partners. 
In  such  cases  as  these,  after  adjusting  interest,  the  net 
profit  is  usually  divided  equally  among  the  members  of 
the  firm. 

The  author  prefers  solution  (c),  above,  as  a  general 
rule.  The  nominal  account  therein  employed  is  clearly 
self-descriptive,  and  thus  conforms  to  one  of  the  stand- 
ards imposed  by  accountants.  Solution  (d)  is  favored 
only  when  it  is  specifically  requested  that  the  use  of  nomi- 
nal accounts  be  avoided. 

The  Amount  of  Interest. — We  have  just  learned  how 
to  adjust  interest  on  investments  of  partners.  The  dis- 
cussion assumed  that  the  amount  of  interest  had  been 
calculated.     It  must  now  be  shown  how  to  determine  the 
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Interest  from  the  accounts  of  the  partners,  though  one 
may  almost  take  it  for  granted  that  students  of  account- 
ing are  sufficiently  familiar  with  commercial  arithmetic  to 
make  the  proposed  step  unnecessary. 

For  the  sake  of  illustration  we  shall  consider  the  ac- 
counts of  Messrs.  Doe  and  Roe,  shown  on  page  95.  From 
the  partnership  agreement  it  is  learned  that  partners  are 
to  be  allowed  six  per  cent,  interest  per  annum  on  their 
investments,  and  charged  at  the  same  rate  on  all  with- 
drawals. Let  our  problem  be  to  determine  how  much  in- 
terest John  Doe  is  to  receive. 

( 1 ) ,  An  elementary  form  of  solution  is  herewith  given : 

Interest  on  investment: 
$6,000.00  plus  $150.00,  $6,150.00,  for  12  mo.  at 

6%   $369.00 

Interest  on  withdrawals: 

$100.00  for  9  mo.  at  6% $4.50 

50.00  for  8  mo.  at  6% 2.00 

200.00  for  2  mo.  at  6% 2.00      8.50 

$369.00,  less  $8.50,  the  amount  of  interest  due 

John  Doe   $360.50 


(2),  The  author  advocates  the  following  solution  as 
much  easier  in  the  more  complicated  cases  which  occur  in 
actual  practice: 

The  average  monthly  equivalent  balance,  found  on 
page  96,  is  $72,100.00.  The  interest  on  this  sum  for  one 
month  is  the  same  as  just  found: 

$72,100.00  at  6%  for  one  month $360.50 

Dissolution  of  Partnership. — A  partnership  is  termi- 
nated at  the  expiration  of  the  term  agreed  upon,  at  the 
death  of  a  partner,  at  will,  or  at  other  times,  for  various 
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reasons  more  fully  discussed  in  texts  on  law.  Regarding 
the  legal  features  we  shall  merely  state  that,  at  dissolution, 
a  notice  should  be  mailed  to  all  persons  with  whom  the 
firm  had  trade  relations,  and  that  a  similar  notice  should 
be  inserted  in  "a  local  newspaper  of  wide  circulation." 
We  are  then  ready  to  concern  ourselves  with  the  account- 
ing features  involved. 

In  the  simplest  form  the  firm  winds  up  its  affairs 
gradually,  by  converting  all  its  assets  into  cash,  paying 
all  debts,  and  dividing  th5  balance  of  cash  equitably.  For 
example,  if  the  final  cash  balance  is  $13,842.00  the  net 
profit  or  net  loss  allocated  or  distributed  among  the  part- 
ners' accounts  should  adjust  them  so  that,  say,  Doe  is 
entitled  to  $8,542.00  and  Roe  to  $5,300.00.  The  final  entry 
to  close  the  books  is: 

Doe  Capital  $8,542.00 

Roe  Capital  5,300.00 

To  Cash  $13,842.00 

Instead  of  closing  out  the  business  themselves,  the 
partners  might  appoint  a  "liquidating"  committee  of  one 
or  more  persons  to  do  so  for  them.  The  accounting  in- 
volved is  reserved  for  treatment  in  a  later  chapter  dealing 
with  "Realization  and  Liquidation." 

When  one  of  the  partners  retires,  the  dissolution  no- 
tice already  referred  to  must  be  distributed,  and  certain 
entries  must  be  made  in  the  books.  The  first  step  usually 
consists  of  closing  the  books  and  adjusting  the  profit  or  loss 
so  as  to  disclose  the  condition  of  the  partners'  accounts, 
and  thereby  the  relation  of  the  partners  to  each  other.  Say 
that,  in  a  given  case,  after  taking  these  steps,  John  Doe's 
Capital  Account  has  a  credit  balance  of  $7,250.00  and  his 
Personal  Account  a  credit  balance  of  $250.00,  while  Rich- 
ard Roe's  Capital  Account  has  a  credit  balance  of  $4,150.00 
and  his  Personal  Account  a  balance  of  $150.00  on  the  debit 
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side.     How  much  should  Doe  pay  Roe,  and  what  entries, 
should  be  made  when  paying  the  latter  off  ? 

$4,150.00  minus  $150.00  or  $4,000.00  represents  Roe's, 
interest  in  the  firm,  and  the  amount  to  which  he  is  en- 
titled. The  first  entry  is  to  close  the  Personal  into  the 
Capital  Account: 

Richard  Roe,  Capital  $150.00 

To  Richard  Roe,  Personal  $150.00 

Upon   payment   of  cash  the   following  entry   closes   Mr, 
Roe's  account: 

Richard  Roe,  Capital  $4,000.00 

To  Cash  $4,000.00 

If  the  payment  is  made  in  cash  and  in  notes,  this  entry 
would  result: 

Richard  Roe,  Capital  $4,000.00 

To  Cash  $1,500.00 

Notes  Payable  2,500.00 

Two  other  eases  interest  us.  They  occur  when  the  re- 
tiring partner  accepts  less  than  his  net  capital,  as  shown 
by  the  books,  or  when  he  receives  more  than  this  amount. 

Let  us  first  consider  the  entries  when  Roe  accepts 
$3,500.00  in  full  payment  of  his  rights  and  interest  in  the 
firm.  This  means  that  a  payment  of  $3,500.00  cancels  a 
proprietary  credit  of  $4,000.00,  or,  in  other  words,  that 
the  net  capital  of  the  firm  is  $8,000.00  ($7,500.00  plus 
$500.00),  and  that  all  of  it  belongs  to  John  Doe.  The 
entry,  when  paying  Roe  off,  is : 

Richard  Roe,  Capital  $4,000.00 

To  Cash  $3,500.00 

John  Doe,  Personal  500.00 

It  is  to  be  noticed  that  Roe's  account  must  be  canceled,*" 
while  the  $500.00  of  profit  created  is  credited  to  the  con- 
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tinuing  partner,  whose  accounts  represent  the  firm's  total 
capital  now.^ 

The  other  case  in  connection  with  the  present  discus- 
sion arises  when  the  retiring  partner  is  given  more  than 
his  balance  shows.  Let  us  see  how  to  treat  the  situation 
when  Roe  is  given  $4,500.00  in  payment  of  his  proprietary 
interest  in  the  business,  that  is,  for  his  balance  of  $4,000.00. 
The  following  entry,  corresponding  to  the  previous  one, 
will  probably  suggest  itself: 

Richard  Roe,  Capital  $4,000.00 

John  Doe,  Personal  500.00 

To  Cash  $4,500.00 

An  analysis  will  show  that  the  excess  of  $500.00  has 
been  charged  to  Mr.  Doe's  account,  presumably  in  the  be- 
lief that  the  firm's  capital  has  been  reduced  by  this 
amount,  and  the  new  state  of  affairs  must  be  reflected  in 
the  proprietary  accounts  of  the  remaining  partner.  But 
has  the  capital  of  the  partners  really  suffered  a  decrease 
of  $500.00?  Is  it  not  more  likely  that  the  partners  rec- 
ognized that  their  business  was  worth  more  than  the  sum 
of  the  values  of  their  tangible  assets,  in  view  of  the  fact 
that  the  established  organization  was  able  to  earn  profits? 
We  incline  to  the  affirmative  of  this  last  view,  so  we  must 
be  prepared  to  represent,  on  the  books,  the  value  of  that 
intangible  something  for  which  Mr.  Doe  was  willing  to 
pay  $500.00.  The  asset  thus  created  is  called  goodwill, 
which  we  shall  consider  at  some  length.  The  entry  for  the 
transaction  under  discussion  follows: 

Richard  Roe,  Capital  $4,000.00 

Goodwill  500.00 

To  Cash  $4,500.00 

*The  $500.00  might  have  been  credited  to  the  Capital  Account. 
What  would  the  entry  be  if  the  assets  had  declined  in  value  f 
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Goodwill. — The  subject  of  goodwill  is  more  fre- 
quently considered  in  connection  with  corporate  affairs^ 
but  there  is  good  reason  for  discussing  it  here,  in  view  of 
the  fact  that  both  the  decisions  of  the  courts  and  the  cus- 
tom of  merchants  have  recognized  its  legitimate  place 
whenever  ■'a  business  is  bought  or  sold.  We  shall  consider 
the  subject  as  to  its  nature  and  then  as  to  its  value  in  any- 
given  case. 

The  author  has  in  mind  a  certain  newspaper  stand  on 
one  of  the  busiest  thoroughfares  in  the  city  of  New  York. 
A  constant  stream  of  people,  on  their  way  to  work,  passed 
this  place  in  the  morning  and  again  on  their  return  from 
business  in  the  evening.  Many  stopped  to  get  their  papers 
from  the  woman  who  owned  the  stand.  A  news  company 
wished  to  buy  her  place,  but,  as  she  refused  to  sell  at 
the  figure  offered,  the  company  erected  competing  shacks 
nearby,  and  even  placed  their  agents  so  as  to  shut  off  the 
woman's  stream  of  customers.  But  the  force  of  habit  was 
so  firmly  fixed  that  the  buyers  continued  to  get  their 
papers  at  the  old  woman's  stand.  Finally  the  company 
paid  her  a  much  higher  price  than  it  had  previously  of- 
fered. 

Why  did  the  company  pay  so  much  more  for  the  prop- 
erty than  it  could  be  built  for?  Simply  because  there  was 
reason  to  believe  that  trade  would  continue  despite  change 
in  proprietorship,  and  that  past  profits  would  not  cease. 
The  excess  of  the  price  paid  over  the  replacement  value  of 
the  property  obtained  is  called  goodwill. 

Ordinarily,  goodwill  is  appraised  at  what  is  known 
as  the  purchase  of  a  number  of  years'  average  profits.  The 
profit  employed  is  usually  the  net  profit  diminished  by 
some  arbitrary  rate  per  cent,  on  the  capital  invested.  For 
example,  assume  that  the  investment  of  a  certain  firm  was 
$10,000.00  during  1909,  $12,000.00  during  1910,  and 
$12,000.00  during  1911,  while  the  corresponding  net  profits 
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were  $1,800.00,  $2,000.00,  $2,100.00,  respectively.  If  six 
per  cent,  be  regarded  as  a  fair  return  on  capital  investment 
in  such  a  business  as  is  being  considered,  then  six  per 
cent,  on  $10,000.00,  or  $600.00,  may  be  deducted  from  the 
net  profit  for  1909,  leaving  a  balance  of  $1,200.00 
($1,800.00  less  $600.00).  In  a  similar  way,  $1,280.00  and 
$1,380.00  are  obtained  for  the  years  1910  and  1911,  re- 
spectivel3^  The  average  yearly  profit,  based  upon  the 
results  of  the  past  three  years,  is : 

$1,200.00 
1,280.00 
1,380.00 


3  )  3,860.00 


$1,286.67 

If  it  is  agreed  to  pay  for  the  goodwill  four  years '  pur- 
chase of  net  profits,  then  $5,146.68  (4X$1,286.67)  is  the 
price.  The  price  paid  for  the  business  is  then  this  amount 
plus  the  appraised  or  agreed  upon  value  of  the  assets  di- 
minished by  any  liabilities  assumed  by  the  purchaser. 

In  this  connection,  let  us  return  for  a  moment  to  the 
final  entry  in  the  last  section,  when  paying  Richard  Roe 
$500.00  in  excess  of  his  proprietary  balance.  The  stu- 
dent should  see  clearly  that  the  firm  capital  has  been 
diminished  by  only  $4,000.00,  because,  for  the  additional 
$500.00  of  cash  disbursed,  the  business  secured  a  new 
asset,  goodwill.  But  what  is  this  asset?  It  is  the  privi- 
lege of  the  business  to  retain  future 'profits,  earned  be- 
cause of  the  reputation  previously  created,  without  shar- 
ing them  with  Mr.  Roe,  who,  until  his  retirement,  was  en- 
titled to  a  part  of  them. 

As  a  concluding  remark  about  goodwill,  we  wish  to 
state  that  the  question  of  its  value  arises  upon  the  death 
of  a  partner,  provided  the  business  is  to  be  continued  as 
before  his  demise.     The  heirs  of  the  deceased  are  inter- 
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ested  in  the  question,  because  upon  its  determination  de- 
pends the  amount  of  their  legacy.  The  state  is  also 
interested,  for,  in  the  adjustment  of  inheritance  taxes, 
goodwill  is  regarded  as  valuable  an  asset  as  more  tangible 
property. 

Admission  of  a  Partner. — The  admission  of  a  partner 
gives  rise  to  the  same  steps,  in  general,  as  are  necessary 
when  creating  a  partnership.  Indeed,  a  new  partnership 
is  formed.  Articles  of  copartnership  and  opening  entries 
must  be  made.  The  sections  with  which  this  chapter 
starts  are  as  applicable  to  the  present  discussion  as  they 
were  to  the  question  of  starting  a  new  firm. 

If  the  business  of  T.  Jones,  a  sole  proprietor,  is  worth 
.$3,000.00,  what  entry  should  be  made  when  R.  Rollins  ac- 
cepts the  former's  offer  to  acquire  "a  half  interest  upon 
giving  me  $3,000.00  in  cash,"  and  the  payment  is  made? 
Most  readers  would  decide  upon: 

Cash  $3,000.00 

To  R.  Rollins,  Capital  $3,000.00 

But  let  us  delay  for  a  moment.  Is  it  not  possible  that 
Mr.  Jones  wishes  to  keep  the  $3,000.00  personally,  and 
in  return  therefor  give  or  transfer  to  Mr.  Rollins  one- 
half  of  the  existing  business?  This  is  certainly  a  possible 
interpretation,  and  it  would  be  more  readily  agreed  to 
if  $1,500.00  instead  of  $3,000.00  was  the  stipulated  price. 
Now,  if  the  student  is  so  ready  to  shift  his  stand  because 
of  a  change  in  figures, — immaterial  elements  in  the  agree- 
ment,— the  first  interpretation  cannot  be  over  clear.  As 
a  matter  of  fact,  either  one  of  two  propositions  is  in- 
tended, namely,  that  the  capital  of  the -business  is  to  be 
increased,  and  hence  the  given  entry  is  correct,  or  else 
that  the  $3,000.00  is  to  be  retained  by  Mr.  Jones,  who 
is  then  to  transfer  a  half  interest  in  his  business  to  IMr 
FiDllins.     In  the  latter  case  the  following  entry  results: 
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T.  Jones,  Capital  $1,500.00 

To  E.  Rollins,  Capital  $1,500.00 

The  reader  will  readily  see  that  the  firm's  capital  has 
remained  unchanged,  but  that  the  proprietary  interest 
has  been  divided. 

As  a  result  of  this  discussion  it  should  not  be  neces- 
sary to  emphasize  the  need  of  absolute  clearness  in  stating 
the  intentions  of  the  parties  to  agreements  of  the  kind  in 
question.  Any  case  is  simple  enough  to  solve,  provided 
the  facts  are  clearly  stated  or  readily  ascertainable.  Be- 
fore closing  this  chapter  a  few  similar  cases  are  to  be 
considered. 

Suppose  that  R.  Rollins,  in  the  above  example,  paid 
$4,000.00  cash,  to  be  admitted  as  an  equal  partner  with 
T.  Jones,  the  payment  to  remain  in  the  business.  The 
entry  should  take  into  consideration  and  give  expression 
to  the  fact  that  the  firm  capital  has  been  augmented  from 
$3,000.00  to  $7,000.00,  and  that  each  partner  has  a 
$3,500.00  interest  in  the  business.  It  will  be  seen  that 
the  following  Journal  entry  increases  Mr.  Jones'  balance 
to  $3,500.00  ($3,000.00  plus  $500.00),  and  opens  Mr.  Rol- 
lins' account  with  $3,500.00: 


Cash 

$4,000.00 

To  R.  Rollms,  Capital 

$3,500.00 

T.  Jones,  Capital 

500.00 

Had  Mr.  Rollins'  payment,  under  the  same  conditions, 
been  $2,500.00,  certain  changes  in  the  entry  would  be  nec- 
essary. In  the  first  place  it  should  be  known  that  there 
is  as  much  likelihood  that  an  incoming  partner  will  be 
permitted  to  buy  a  share  in  the  business  under  full  value 
as  that  an  excess  payment  will  be  required.  The  reasons 
for  the  former  arrangement  might  be  found  in  the  fact 
that  actual  cash  might  be  prized  more  highly  than  an 
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equivalent  value  represented  by  less  liquid  assets,  and  also 
that  some  appreciable  value  might  be  attached  to  the  bene- 
fits which  would  result  from  the  efforts  of  the  new  part- 
ner. Now,  when  only  $2,500.00  is  added  to  the  business, 
the  firm 's  capital  becomes  $5,500.00,  of  which  the  partners 
are  to  have  equal  shares.  But  as  Mr.  Jones'  account  is 
$250.00  too  great,  while  Mr.  Rollins  would  be  credited  with 
only  $2,500.00  as  a  consequence  of  his  investment,  $250.00 
must  be  transferred  from  the  former's  account  to  the  lat- 
ter's.  Either  entry  (a)  or  entry  (&)  would  give  proper 
expression  to  the  situation,  but  (a)  is  to  be  preferred  as 
simpler  and  clearer: 

(a)  Cash $2,500.00 

To  R.  Rollins,  Capital $2,500.00 

T,  Jones,  Capital 250.00 

To  R.  Rollins,  Capital 250.00 

(b)  Cash $2,500.00 

T.  Jones,  Capital 250.00 

To  R.  RolUns,  Capital $2,750 .  00 

Joint  Ventures. — Two  or  more  persons  may  combine 
some  capital  for  the  purpose  of  buying  and  selling  a  sin- 
gle article,  as  a  boat  or  factory,  or  for  the  purpose  of  trad- 
ing in  a  particular  cargo  of  goods  or  produce  of  a  firm  or 
factory.  They  practically  form  a  partnership  for  a  defi- 
nite purpose.  The  difference  between  their  relations  and 
that  existing  between  ordinary  partners  is  that  the  former 
is  usually  limited  to  a  particular  arrangement,  while  the 
latter -is  much  more  general,  contemplates  a  much  longer 
period  of  time  for  consummation,  and  is  the  more  usual 
.form.    We  shall  consider  a  single  proposition. 

A.  Brown  and  C.  Downs  agree  to  buy  one  hundred 
bags  of  coffee.  Brown  paying  for  the  coffee  while  Downs 
cares  for  it  and  sells  it.  All  expenses  incurred  are  to  be 
charged  to  cost,  ^nd  the  net  profits  are  to  be  divided 
equally.  Before  final  settlement  the  following  Statement 
is  approved  by  both  men: 
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Disbursements  by  A.  Brown: 

100  bags  Coffee  at  $24.00 $2,400.00 

Storage 16 .  00 

Expressage 5 .  00 

Disbursements  by  C.  Downs: 

Advertising $40.00 

Storage 22.00 

Cartage 36.00 

Sales: 

80  bags  at  $29.00 $2,320.00 

20  bags  at    25.00 500.00 

Cash  received  by  C.  Downs 


$2,421.00 


$98.00 


$2,820.00 


The  solution  should  show  the  total  cost,  proceeds,  profit, 
and  distribution  of  profits.  It  should  also  show  the  inter- 
est of  each  party.  The  *' Joint  Venture  Account"  accom- 
plishes the  first  purpose,  while  ordinary  Personal  Accounts 
suffice  for  the  second.     The  formal  solution  follows  :* 

Joint  Venture  of  Brown  &  Downs  in  100  Bags  Coffee 


Purchase,  100  bags  Cof- 
fee  $2,400.00 

Expenses  of  A. 

Brown 21.00 

Expenses  of  C. 

Downs 98.00 


$2,519.00 
Yi  profit  to  A.  Brown  150 .  50 
^profit to C.  Downs       150.. 50 


$2,820.00 


Sales : 

80  bags  Coffee $2,320.00 

20  bags  Coffee 500.00 


$2,820.00 


$2,820.00 


A.  Brown's  Account,  Joint  Venture  in  100  Bags  Coffee 


Due  from  C.  Downs . . .  $2,571 .  50 


J,571.50 


Purchase    of    100    bags 

Coffee.... $2,400.00 

Expenses 21.00 

1^  net  profit 150,50 

$2,571  .^O 
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G.  Downs'  Account,  Joint  Venture  in  100  Bags  Coffee 


Proceeds  of  Sales: 

80  bags  Coffee $2,320.00 

20  bags  Coffee 500.00 

$2,820.00 


$2,820.00 


Expenses $98.00 

J^  net  profit 150.50 


Balance  due  A.  Brown . 


$248.50 
$2,571.50 

$2,820.00 


The  student  should  notice  that,  while  Brown  paid  for 
the  coffee,  Downs  sold  it  and  retained  the  proceeds.  The 
relatively  large  balance  due  by  Downs  to  Brown  is  ac- 
counted for  by  this  fact. 

Summary- 
Partnership  relations  are  usually  established  through 
the  instrumentality  of  a  written  agreement.  It  is  essential 
that  the  articles  of  copartnership  state  clearly,  fully,  and 
definitely  the  rights  and  duties  of  the  partners  at  the  com- 
mencement of  the  relations,  during  their  continuance,  at 
the  time  of  changes,  and  at  dissolution.  The  accountant 
should  be  trained  in  the  requisites  of  such  agreements  so 
that  he  may  be  able  to  pass  expert  judgment  upon  the  effi- 
ciency of  such  agreements  when  they  come  before  him. 

The  routine  entries  of  partnerships  do  not  differ  from 
those  with  which  we  are  already  familiar.  The  opening 
entry  is  for  the  purpose  of  listing  all  the  assets  acquired, 
any  liabilities  assumed,  and  of  giving  the  proprietors  credit 
for  their  net  investments.  A  Personal  or  Drawing  Account 
is  kept  to  record  capital  investment  changes  prior  to  the 
closing  of  the  books. 

Closing  or  adjustment  entries  are  made  at  the  end  of 
stated  periods,  usually  annually,  so  as  to  apportion  the  net 
profit  or  net  loss  for  the  term  ended.  Such  profits  or  losses 
are  always  divided  equally  among  the  partners,  unless 
there  is  a  specific  agreement  to  the  contrary.     Differences 
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in  capital  investments  are  often  recognized,  not  by  sharing 
profits  in  unequal  proportions,  but  by  different  amounts  of 
salary  drawings  or  by  allowing  interest  on  investments,  or 
by  both  means.  And,  in  the  light  of  our  law  as  it  is,  it 
is  eminently  fair  that  profits  and  losses  be  shared  equally, 
regardless  of  inequalities  of  investment,  for  each  partner 
is  liable  from  his  personal  estate,  with  certain  restrictions, 
for  all  the  debts  of  the  firm. 

When  the  partnership  is  dissolved,  a  notice  should  be 
mailed  to  all  concerns  with  whom  the  firm  had  dealings, 
and  a  similar  notice  should  be  inserted  in  "a  local  news- 
paper of  wide  circulation."  Such  dissolution  exists  when 
the  partners  dissolve  relationship,  when  a  partner  dies,  is 
declared  insane  or  otherwise  legally  incapable,  or  when 
he  is  declared  a  bankrupt.  It  is  then  necessary  to  estab- 
lish the  financial  status  of  each  partner  in  the  business, 
and  this  is  accomplished  by  closing  the  books.  The  final 
entry,  when  the  business  is  to  be  discontinued,  closes  all 
accounts;  but,  when  a  retiring  partner  is  paid  off,  or  the 
heirs  of  a  deceased  partner  are  settled  with,  only  the  lat- 
ter's  account  disappears.  As  we  have  learned,  three  cases 
may  arise  for  solution :  a  payment  less  than,  equal  to,  or 
more  than,  the  balance  of  the  partner's  account  which  is 
to  be  closed. 

The  admission  of  a  new  partner  confronts  the  account- 
ant with  a  situation  similar  to  that  which  exists  when  the 
partnership  relations  are  established.  Some  questions 
which  require  attention  are:  Is  the  payment  of  the  in- 
coming partner  to  increase  the  capital  of  the  business,  or 
for  the  original  partner  or  partners  personally  ?  Does  the 
incoming  partner,  whose  investment  is  for  the  firm's  use, 
acquire  an  interest  less  than,  equal  to,  or  more  than,  the 
value  of  his  investment?  Do  the  proprietors'  accounts, 
as  finally  established,  give  proper  expression  to  the  wishes 
of  the  partners?     Have  the  wishes  of  the  partners,  from 
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the  accounting  point  of  view,  been  properly  expressed  in 
the  articles  of  agreement  drawn  up  by  counsel? 

A  special  case  of  partnership  accounting  exists  when 
two  or  more  men  combine  for  the  purpose  of  risking  their 
money  in  a  particular  venture,  or  adventure,  and  the  sum- 
mary account  showing  the  progress  and  result  of  the  under- 
taking is  called  a  Joint  Venture  Account. 

EXERCISES 

Group  One 

1.  State  the  six  most  essential  points  in  a  copartnership 

agreement. 

2.  How  are  profits  divided  between  partners  ? 

3.  Mention  one  legal  and  one  accounting  step  necessary 

in  case  of  the  death  of  a  partner. 

4.  Analyze  and  discuss  the  following  clause,  taken  from 

a  certain  partnership  agreement: 

"VIII.  And  it  is  further  agreed  that  the 
said  party  of  the  second  part  is  to  pay  to  the 
said  party  of  the  first  part  the  sum  of  three  thou- 
sand dollars  ($3,000.00) ;  for  which  the  said  party 
of  the  second  part  shall  receive  a  one-third  (1-3) 
interest  in  the  said  business  of  the  said  party  of 
the  first  part.  ..." 

5.  Define  investment,  net  investment,  average  investment, 

Drawing  Account,  interest  on  investment. 

Group  Two 

1.  The  net  profit  of  the  firm  of  A.,  B.,  and  C.  was  found 
to  be  $6,000.00.  The  net  investment  of  the  firm  was 
$80,000.00,  divided  as  follows:  A.,  $40,000.00;  B., 
$25,000.00 ;  C,  $15,000.00.  Show  Journal  entry  to 
apportion  the  net  profit. 
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2.  D.  and  E.  are  partners.    Part  of  D. 's  original  invest- 

ment consisted  of  ten  shares  of  Old  Jersey  Bridge 
Co.  stock,  guaranteed  by  him  to  be  worth  $60.00  per 
share,  and  accepted  and  entered  at  this  figure.  At 
the  end  of  the  year  the  stock  "was  disposed  of  at 
$18.00  per  share.     Make  the  necessary  entries. 

3.  Find  Richard  Roe's  average  investment.     (See  page 

95.) 

4.  Show  the  Journal  entry  to  apportion  the  profit  of 

$1,000.00  between  Doe  and  Roe  (see  page  95)  in 
case  it  is  provided  that: 

(a)     Profits  are  to  be  shared  equally. 

(&)  Profits  are  to  be  shared  in  proportion  to 
average  investments. 

5.  Suggest  some   arrangement  between   Doe,   Roe,    and 

Soe  (see  page  97)  to  avoid  even  the  last  Journal 
entry  shown.  (The  object  of  this  question  is  to 
test  the  student's  ability  to  get  at  the  basic  meaning 
of  accounting  solutions.) 

6.  To  how  much  interest  is  Richard  Roe  entitled  at  six 

per  cent,  per  annum?     (See  page  95.) 

7.  You  are  requested  to   determine   the  goodwill  of  a 

concern  from  whose  books  you  gather  the  following 

facts : 

Net  investments  during  1908,  $16,000.00;  1909, 
$18,500.00;  1910,  $20,000.00;  1911,  $20,000.00. 
The  net  profits  during  the  same  period  were: 
1908,  $2,900.00;  1909,  $3,100.00;  1910, 
$4,000.00;  1911,  $2,600.00.  You  also  find  that 
no  interest  had  been  allowed  on  Capital  Ac- 
counts, and  that  fair  depreciation  on  fixtures 
and  proper  deductions  for  bad  debts  had  been 
made. 

8.  F.  and  G.  are  partners  in  a  wholesale  drygoods  busi- 

ness.    F.,  the  senior  partner,  agrees  to  retire,  ae 
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cepting  for  his  interest  $8,000.00  cash  and  five  notes 
of  $2,000.00  each,  without  interest,  maturing  at 
two-month  intervals,  commencing  six  months  hence. 
The  following  Balance  Sheet  is  prepared  prior  to 
paying  F.  off: 

Balance  Sheet  of  F.  and  G. 

December  31.  1914 
Assets  Liabilities  and  Capital 


3ash $12,000.00 

Notes  Receivable 10,000 .  00 

A.ccounts  Receivable .    24,000 .  00 

Merchandise 10,000 .  00 

Fixtures 2,500.00 


$58,500.00 


Notes  Payable $15,500.00 

Accounts  Payable.  .  .  .     11,000.00 


Total  Liabilities $26,500.00 

F.,  Capital 17,000.00 

G.,  Capital 15,000 . 00 


$58,500.00 


10. 


11. 


12. 


13. 


14. 


15. 


Required,  the  entry  or  entries  when  paying  F.  off. 

Prepare  a  form  of'  dissolution  notice  in  the  above 
premises.     (See  advertisements  in  the  daily  papers.) 

Show  the  Balance  Sheet  after  posting  solution  for 
Question  8. 

Make  Journal  entry  if  H.  pays  $20,000.00  cash  to 
the  business  and  receives  therefor  a  one-half  interest 
in  it.     (After  F.  has  retired.) 

Entry  if  he  pays  G  $7,000.00  personally  for  a  one- 
half  interest. 

Entry  if  he  invests  $20,000.00  in  the  business,  receiv- 
ing a  proportionate  share  in  it. 

Entry  for  Question  11  if  payment  was  only  $12,000.00. 
Show  resulting  Balance  Sheet. 

If  in  Question  1,  Group  Two,  page  83,  Mr.  Smythe 
admitted  James  Franke  to  a  one-third  interest  in 
the  business  upon  the  investment  by  the  latter  of 
$2,000.00,  one-half  cash  and  one-half  by  a  six 
months'  note,  with  interest  at  five  per  cent.,  show 
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the  entries  to  open  a  new  set  of  books,  employing 
Controlling  Accounts. 
16.  L.  and  M.  are  partners  sharing  losses  and  gains 
equally.  Their  books  show  a  credit  balance  in  L.'s 
account  of  $6,000.00  and  in  M.'s  of  $2,000.00.  Their 
assets  amount  to  $5,000.00,  and  their  liabilities  to 
$2,500.00.  What  is  the  financial  relationship  be- 
tween the  partners  after  paying  the  liabilities? 
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CHAPTER  VI 
COEPORATION     ACCOUNTING 

The  student  of  the  history  of  commerce  will  find  much 
light  in  this  subject  on  the  causes  contributing  to  the  crea- 
tion and  growth  of  corporations.  The  need  of  greater  capi- 
tal, the  desire  to  insure  a  greater  duration  than  the  indi- 
vidual human  life  affords,  the  demand  for  lesser  obstacles 
to  thfe  transfer  of  rights  of  ownership  in  a  business,  and 
the  need  for  less  harsh  liability  are  among  the  chief  causes 
for  the  great  popularity  of  the  corporate  form  of  enter- 
prise. Though  there  is  much  to  interest  and  edify  in  the 
contemplation  of  the  various  stages  from  sole  proprietor- 
ship to  partnership,  and  from  the  latter  form  of  organi- 
zation to  that  of  limited  partnership,  joint  stock  company, 
corporation,  and  trust,  this  is  not  the  place  for  such  dis- 
cussion. 

It  is  desirable,  however,  to  consider  the  organization  of 
a  corporation.  At  one  time  it  was  necessary  to  receive  a 
royal  grant;  or,  in  our  country,  a  special  act  of  tiie  legis- 
lature was  necessary  to  grant  a  charter,  but  now  any  body 
of  men  who  comply  with  the  provisions  of  a  general  statute, 
Jjnown  in  New  York  as  the  Business  Corporation  Law,  may 
form  a  corporation.  The  object  of  this  statute  is  to 
standardize  the  manner  of  incorporating  and  to  extend  the 
privilege  to  all  without  regard  to  political  or  social  con' 
nections. 

Let  us  assume  that  four  men  decide  to  form  a  corpora- 
tion in  New  York.  In  order  to  do  so  they  must  apply  to 
the  Secretary  of  State  for  a  charter  or  certificate  of  incor- 
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ooration.  This  certificate  consists  of  an  application  to  in- 
corporate, approved  by  the  Secretary  of  State,  who  causes 
the  state  seal  to  be  attached  to  the  application.  Thus,  the 
certificate  of  incorporation  is  simply  the  application  ap- 
proved hy  the  proper  official. 

Instead  of  submitting  a  model  certificate  of  incorpora- 
tion, the  reader  is  referred  to  any  law  text  or  some  book- 
keeping or  other  book,  and  asked  to  notice  that  the  certifi- 
cate of  a  New  York  corporation  contains  the  following 
provisions : 

A.  Preface,  or  preamble,  reciting  that: 

1.  All  incorporators  are  of  age; 

2.  Two-thirds  of  them  are  citizens  of  the  United 

States ;  ' 

3.  At  least  one  of  them  is  a  citizen  of  New  York. 

B.  The  substances  proper: 

I,  The  name  of  the  corporation : 

1.  It  must  not  too  closely  resemble  the 

name  of  an  existing  company  incor- 
porated in  the  state. 

2.  Ordinary  corporations  may  not  select 

a  name  like Banking  Co.,  or 

Institute,  because  such  cor- 

•porations  are   created  under   other 
statutes. 
II.  The  purpose  of  the  corporation: 

This  section  calls  for  a  statement  of  the 
kind  of  business  it  is  intended  to  con- 
duct. 

III.  The  capital  stock  of  the  corporation : 

1.  It  must  not  be  less  than  $500.00. 

2.  There  is  no  upper  limit. 

IV.  The  shares  of  capital  stock: 

1.     The  par  value  must  be  between  $5.00 
and  $100.00,  inclusive. 
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2.  Business  cannot  be   commenced  until 

at  least  $500.00  has  been  paid  in. 

3.  The    number    of    shares    of    common 

stock  which  may  be  issued  must  be 
stated. 

4.  The   number   of   shares   of   preferred 

stock  which  may  be  issued  must  be 
stated. 
V.  The  location  of  the  principal  office: 

It  must  be  somewhere  in  the  State  of  New 
York. 
VI.  The  duration  of  the  corporation: 
Any  number  of  years  may  be  stated. 
VII.  The  directors  of  the  corporation: 

1.  The  number  may  vary  from  three  to 

thirteen,  inclusive. 

2.  Provision  may  be  made  for  having  out- 

siders elected  by  defining  the  quali- 
fications of  directors  as  not  includ- 
ing the  ownership  of  stock. 
VIII.  The  directors  for  the  first  year: 

1.  Names. 

2.  Addresses. 

IX.  Subscribers  to  the  certificate: 

1.  There  must  be  at  least  three,  each  one 

subscribing  for  at  least  one  share. 

2.  Names. 

3.  Addresses. 

4.  The  number  of  shares  which  e^h  sub- 

scriber or  incorporator  agrees  to  take. 
X.  Miscellaneous  provisions: 

Other  articles  may  be  inserted  limiting  or 
defining  the  powers  of  the  officers. 
XI.  Signatures  of  incorporators  in  presence  of 
a  notary  public. 
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Discussion  and  Definitions. — An  analysis  of  the  pro- 
visions of  the  certificate  of  incorporation,  supplemented  by 
a  study  of  corporate  organization  and  management,  helps 
the  student  to  gain  an  understanding  of  the  everyday 
affairs  of  corporations.  He  learns,  for  instance,  that  not 
the  stockholders — the  real  owTiers — but  a  few  men,  called 
the  board  of  directors,  who  are  elected  by  the  stockholders, 
are  the  managers  of  the  business.  During  the  period  while 
the  directors  are  serving,  no  stockholder,  as  such,  regard- 
less of  how  large  an  interest  he  may  have,-  can  take  any 
part  in  the  internal  affairs  of  the  company. 

A  number  of  terms  have  been  employed,  and  it  is  ad- 
visable that  a  few  of  them  be  defined  and  explained.  Take 
capital  stock,  for  instance.  The  capital  of  a  corporation, 
just  as  in  the  case  of  other  forms  of  organization,  is  the 
amount  represented  by  the  excess  of  assets  over  liabilities. 
The  amount  of  this  capital  is  not  limited,  and  cannot  be, 
but  in  the  case  of  a  corporation  its  charter  specifies  that 
its  capital  stock  shall  be  a  certain  amount,  and  it  cannot 
issue  more  than  this  stated  amount.  This  "stock"  repre-" 
sents  the  effective  bids  or  subscriptions  for  the  specified 
capital.  If  at  any  time  the  capital  exceeds  the  amount 
of  capital  stock  issued,  the  excess  is  a  "surplus."  Owner- 
ship of  stock  is  evidenced  by  certificates  or  shares,  while 
the  owner  is  called  a  stockholder  or  shareholder. 

Each  share  of  stock  entitles  the  holder  thereof  to  one 
vote  and  to  one  part  of  the  net  profits  when  ' '  dividends  are 
declared"  by  the  directors.  The  number  of  votes,  or  the 
number  of  parts  into  which  the  dividends  are  divided, 
equals  the  number  of  shares  of  stock  which  have  been 
issued. 

Common  stock  is  the  name  applied  to  the  ordinary 
shares,  while  preferred  stock  is  a  kind  with  special  privi- 
leges. Usually  the  difference  between  the  two  is  found  in 
the  fact  that  the  latter  is  entitled  to  a  fixed  and  specified 
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rate  per  cent,  of  dividend,  while  the  former  is  not  entitled 
to  any  until  the  latter  has  been  paid.  Should  the  profits 
of  a  given  year  not  warrant  the  declaring  and  paying  of 
preferred  dividends,  the  holders  of  such  preferred  capital 
stock  lose  their  claim,  unless  the  stock  is  *^  cumulative  pre- 
ferred," in  which  case  dividends  "passed"  or  unpaid  ac- 
cumulate, and  the  sum  of  all  preferred  dividends  must 
be  paid  before  the  holders  of  common  stock  are  recognized 
at  all.  Other  preferences  may  attach  to  preferred  stock, 
but  in  all  cases  the  nature  of  the  preference  must  be  clearly 
specified. 

Books  Employed. — Many  other  points  connected  with 
corporate  affairs  might  be  treated  here,  but  we  must  hasten 
on.  Before  discussing  the  accounting  proper  it  will  be 
necessary  to  describe  briefly  various  auxiliary  books  em- 
ployed by  corporations.  The  Business  Corporation  Law  of 
New  York  requires  every  corporation  "to  keep  at  its  office 
correct  books  of  account  of  all  its  bfisiness  and  transactions, 
and  a  book  to  be  known  as  a  Stock  Book,  containing  an 
alphabetical  list  of  stockholders  of  the  corporation,  show- 
ing residence,  number  of  shares  held  by  each,  the  time 
when  they  became  owners,  and  the  amount  paid  thereon." 
The  principal  auxiliary  books  employed  are  the  Minute 
Book,  Stock  Certificate  Book,  and  Stockholders'  or  Stock 
Ledger. 

The  Minute  Book  is  not  unlike  the  Minute  Book  of  a 
club  or  society.  It  contains  a  copy  of  the  certificate  of 
incorporation,  and  the  "minutes,"  or  happenings,  of  all 
stockholders'  and  directors'  meetings.  The  certificate,  it 
should  be  remembered,  contains  the  subscriptions  of  its 
organizers.  Subsequent  subscriptions  usually  appear  in 
a  separate  Subscription  Book. 

When  subscriptions  to  stock  are  paid  in  installments,  an 
Installment  Book  and  an  Installment  Scrip  Book  are  em- 
ployed.   The  latter  consists  of  receipts  acknowledging  pay- 
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ments  on  account  and  corresponding  stubs.  The  former 
is  a  classified  record  of  original  subscriptions,  with  columns 
for  installments  due  and  paid  and  balances  still  unpaid. 

The  stock  certificate  book  consists  of  blank  certificates  of 
stock,  removable  from  stubs  to  which  they  are  attached. 
Such  certificates  are  so  easily  accessible  to  the  student  that 
it  is  not  deemed  necessary  to  describe  them  at  length.  Two 
points  should  be  noticed,  however:  (a)  Instead  of  issuing 
separate  certificates  for  each  share  of  stock,  one  certificate 
is  issued,  for  as  many  shares  as  are  required,  by  filling  in 

a  blank  on  the  face  of  the  certificate,  " shares." 

(&)  On  the  reverse  side  of  these  documents  a  form  will 
be  found,  the  purpose  of  which  is  to  make  possible  the  easy 
transfer  of  some  or  all  of  the  shares  represented  by  the 
certificate  by  means  of  a  simple  indorsement. 

As  will  be  shown  later,  the  principal  books  of  account 
of  corporations  do  not  keep  any  record  with  stockholders. 
But  it  is  obviously  necelsary  that  some  such  record  should 
exist.  For  this  purpose  a  Stockholders'  Ledger,  or  Stock 
Ledger,  is  used.    The  following  form  will  explain  its  use: 

Stock  Ledger 

(debit  side) 


Date 


Certificate 

N08. 


No.  of 
Shares 


How  Canceled 


Par  Value 


(credit  side) 


Date 


Certificate 
No8. 


No.  of 
Shares 


How  Acquired 


Par  Value 
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Other  auxiliary  books,  such  as  Transfer  Books,  Divi- 
dend Books,  and  others,  are  often  employed.  But,  as  we 
have  already  spent  sufficient  time  over  the  preliminary 
aspect  of  the  subject,  we  must  refer  the  student  for  more 
detailed  information  regarding  the  matters  referred  to,  as 
well  as  to  those  purposely  omitted,  to  books  dealing  with 
corporation  accounting. specifically,  some  of  which  will  be 
found  listed  in  the  bibliography  attached  to  this  chapter. 

Opening  Entries. — Let  us  say  that  four  men,  R.  S. 
Rollins,  T.  M.  Powers,  Joseph  T.  Griffin,  and  John  B.  Sul- 
livan, have  decided  to  form  the  R.  S.  Rollins  Trading  Co. 
Their  application  for  a  certificate  of  incorporation  to  the 
Secretary  of  State,  at  Albany,  N.  Y.,  having  been  granted, 
you  are  requested  to  open  the  books  of  account.  You  learn 
that  they  incorporated  for  $10,000.00,  divided  into  shares 
of  $100.00  each,  each  one  subscribing  for  twenty-five  shares, 
and  paying  for  the  same  in  cash.  Had  the  investment  re- 
sulted in  the  formation  of  an  ordinary  partnership.  Cash 
Account  would  have  been  debited  for  $10,000.00,  and  each 
of  the  investors  credited  for  $2,500.00.  But  accounts  are 
not  kept  with  the  individual  owners  of  the  corporation's 
stock,  so  another  account  must  be  improvised  to  take  the 
place  of  the  separate  credits  to  the  shareholders,  in  order 
to  offset  the  debit  to  Cash  account.  Capital  Stock  is  the 
title  employed  for  this  credit  account.    Hence,  the  entry : 

Cash  $10,000.00 

To  Capital  Stock  $10,000.00 

It  is  more  usual,  however,  to  record  first  the  subscrip- 
tion to  the  capital  stock,  and  then  the  payment  of  the  sub- 
scriptions. And  this  is  true  even  when  the  subscription 
is  accompanied  by  the  payment.  The  entry  for  the  sub- 
scription should  show  clearly  that  the  subscribers  have 
become  liable  for  the  amount  represented  by  their  sub- 
scriptions, and,  accordingly,  must  be  represented  by  some 
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debit  entry.  It  is  not  usual  to  list  the  names  of  subscribers 
in  the  Journal  as  an  explanation  of  the  entry  about  to  be 
shown,  because  this  information  is  obtainable  from  the 
subscription  book  or  subscription  list.  Some  accountants 
do  so,  though,  especially  when  there  are  very  few  sub- 
scribers.    The  entry  is: 

Subscriptions  $10,000.00 

To  Capital  Stock  $10,000.00 

When  the  subscribers  pay  their  subscriptions  it  is  clear 
that  Cash  Account  should  be  debited.  But  what  account 
should  be  credited?  Students  often  suggest  Capital  Stock 
Account,  but  a  moment 's  reflection  must  disclose  the  error, 
for,  by  doing  so,  the  account  in  question  would  be  raised 
to  $20,000.00,  whereas  $10,000.00,  the  amount  already 
credited,  represents  the  full  authorized  issue.  Is  it  not 
manifest  that  subscriptions,  representing  a  liability  on  the 
part  of  the  subscribers,  should  be  credited  so  as  to  close  the 
account?  In  actual  practice  the  entry  would  of  course 
be  made  on  the  debit  side  of  the  Cash  Book,  but  as  we 
have  agreed  to  employ  Journal  entries,  regardless  of  what 
book  would  really  be  used,  the  entry  should  be : 

Cash  $10,000.00 

To  Subscriptions  $10,000.00 

Before  proceeding  to  discuss  other  entries  involved  in 
corporation  accounting,  let  us  show  the  entries  for  sub- 
scriptions and  the  payment  thereof,  with  due  observance 
of  the  technie  required.  The  record  of  the  subscriptions 
is  made  in  the  Subscription  Book,  as  already  indicated. 
Just  as  in  partnership  accounting,  the  opening  Journal  en- 
try recapitulates  the  essential  features  involved.  Study 
the  following  form: 
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The  R.  S.  Rollins  Trading 

Company 

Incorporated  under  the  laws  of  the 

State  of  New  York  on  July  1,  1913, 

with  an 

AuTHOBizBo  Capital 

of 

$io,ooa.oo, 

divided  into  100  shares,  each  of  a 
par  value  of  $100.00 

July  1,  1913 
Subscriptions^ 

To  Capital  Stock 
Various  subscribers  to  the  Capital 
Stock  of  this  Company,  as  per 
Subscription  Book. 
1 
Cash 

To  Subscriptions 
Payments,  in  full,  received  from 
all  of  the  subscribers. 


10,000 


10,000 


00. 


00 


10,000 


10,000 


00. 


00. 


It  often  happens  that  when  subscribers  agree  to  pur- 
chase stock  they  do  so  with  a  distinct  understanding  that 
payment  is  to  be  made  in  installments  due  at  specific  dates. 
When  partial  payments  are  made  at  any  time,  Subscrip- 
tions Account  is  credited  for  each  payment,  and  the  debit 
balance  of  the  account  shows  the  amount  of  subscriptions 
still  unpaid.  We  are  now  to  consider  the  entry  if  the 
subscriptions  previously  considered  were  to  be  paid  in  four 
equal  installments,  at  three-month  intervals.  We  are  al- 
ready familiar  with  the  entry  for  the  initial  subscriptions. 
But,  now  that  the  installments  have  been  agreed  upon,  it 
is  necessary  to  make  some  entry  for  them.  Is  it  not  clear 
that  the  four  installments  take  the  place  of  the  original 
subscriptions?  If  so,  why  not  change  the  Subscriptions 
Account  to  the  Installment  Accounts?    Before  doing  this. 


'  Often  (a)  Unsubscribed  Capital  Stock  to  Capital  Stock  \uthorized,  and  (6)  sub- 
scriptions to  Unsubscribed  Capital  Stock. 
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however,  an  entry  should  be  made  in  the  Installment  Book, 
previously  referred  to.    The  Journal  entry  is : 


Installment  No.  1 

$2,500.00 

Installment  No.  2 

2,500.00 

Installment  No.  3 

2,500.00 

Installment  No.  4 

2,500.00 

To  Subscriptions 

$10,000.00 

It  is  sometimes  deemed  best  to  indicate  in  the  Ledger  Ac- 
count when  installments  fall  due.  For  this  purpose  the 
titles  might  be  modified,  thus:  Installment  No.  1,  due 
Oct.  1,  1913,  etc. 

As  each  installment  is  paid,  receipts,  called  installment 
scrip,  are  issued,  and  entries  made  in  the  proper  column 
of  the  auxiliary  Installment  Book.  Cash  Book  entries  are 
made  for  the  receipt  of  the  installment  payments,  the  effect 
of  which,  when  the  installment  has  been  paid  in  full,  is 
shown  by  the  Journal  entry: 

Cash  $2,500.00 

To  Installment  No.  1  $2,500.00 

Should  some  subscriber  default  in  his  payment,  the 
by-laws  of  the  corporation  usually  provide  that  all  previous 
payments  shall  be  forfeited  to  the  corporation,  and  that 
the  company  shall  dispose  of  the  stock  as  it  sees  fit.  The 
balance  of  any  installment  accounts  shows  what  payments 
have  not  yet  been  made,  and  unless  the  subscriber  is  bank- 
rupt is  treated  as  an  asset. 

When  the  final  subscription  has  been  received,  the  scrip 
is  exchanged  for  certificates  of  stock.  Entries  are  then 
made  in  the  Stockholders'  Ledger,  as  already  described. 
Were  a  Balance  Sheet  to  be  taken  at  this  stage,  assuming 
the  existence  of  no  other  transactions  than  those  involved 
in  the  subscription  and  issuance  of  all  stock,  Cash  (debit), 
and  Capital  Stock  (credit),  would  be  the  only  accounts 
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left.  And  this  result  would  be  like  that  following  the  cash 
subscriptions  to  the  capital  stock  of  the  company  before 
any  expenses  had  been  incurred  or  any  trading  transac- 
tions entered  into. 

It  might  be  noticed,  by  the  way,  that  the  Capital  Stock 
Account  in  the  General  Ledger  is  a  sort  of  Controlling  Ac- 
count of  the  Stockholders'  Ledger.  As  each  stockholder  is 
credited  when  stock  is  issued  to  him,  the  sum  of  all  the 
credit  balances  in  the  auxiliary  Ledger  must  equal  the 
credit  to  Capital  Stock  Account.  The  control  is  in  no  wise 
affected  when  a  shareholder  disposes  of  some  or  all  of  his 
holdings,  for  then  the  vendor  is  debited  and  the  new 
owner  credited  to  the  special  Ledger,  still  maintaining  the 
control  relationship  originallj^  existing. 

Other  Entries  Occurring  at  Commencement. — When  a 
corporation  is  organized  and  all  the  authorized  stock  is 
issued,  it  is  sometimes  found  that  the  company  lacks  funds 
with  which  to  carry  on  business.  Instead  of  borrowing 
money  on  notes  or  bonds,  the  stockholders  may  vote  to 
assess  themselves  amounts  varying  with  their  holdings  of 
stock.  If  the  shareholders  of  the  Eollins  Trading  Co.  de- 
cide to  assess  themselves  $10.00  per  share,  the  contribu- 
tions thus  raised  amount  to  $1,000.00.  The  entry  therefore 
is  a  charge  to  Cash  Account,  and  a  credit  to  what  account  ? 
Donation  and  Contribution  suggest  themselves  as  appro- 
priate titles.  Even  Profit  and  Loss,  or  Surplus,  is  some- 
times suggested.  A  better  title  is  found  in  the  purpose 
for  which  the  money  was  contributed, — in  order  to  have 
some  working  capital.    Hence,  the  entry  suggested  is: 

Cash  $1,000.00 

To  Working  Capital  $1,000.00 

If  it  is  desired  to  acquire  working  capital,  as  was  just 
suggested,  the  stockholders  may  decide  to  contribute  some 
of  their  holdings  instead  of  money.  Accordingly,  let  us  say 
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that  they  donated  ten  per  cent,  of  their  holdings  to  the 
company  to  be  disposed  of  to  raise  needed  working  capital. 
The  first  entry  which  suggests  itself  is: 

Capital  Stock  $1,000.00 

To  Working  Capital  $1,000.00 

Let  us  look  at  this  solution  carefully.  We  find  that  it 
is  wrong  to  charge  Capital  Stock  Account,  because  we 
thereby  either  reduce  the  amount  of  the  authorized  issue, 
which  is  contrary  to  law  unless  permission  has  been  ob- 
tained as  a  result  of  various  legal  steps,  and  even  if  the 
transaction  did  result  in  a  cancellation  of  stock  it  would 
be  necessary  to  keep  the  account  credited  for  the  full  au- 
thorized issue  until  formally  reduced.  As  a  matter  of 
fact,  only  the  ownership  has  changed.  The  stock  is 
to  be  disposed  of,  and,  until  sold,  it  is  theoretically  in  the 
custody  of  the  treasurer  of  the  company,  and  it  is  accord- 
ingly called  treasury  stock. 

"Working  Capital  Account"  must  also  be  somewhat 
changed.  No  working  capital  really  exists  until  the  treas- 
ury stock  has  been  sold.  Then,  again,  though  we  are  posi- 
tive of  the  amount  of  working  capital  contribution  when 
cash  is  donated,  this  is  not  the  case  when  stock  is  pre- 
sented. The  stock  may  sell  above  or  below  par,  and,  until 
actually  sold,  we  are  in  doubt  as  to  the  amount  ultimately 
to  be  realized.  We  show  this  uncertainty  by  employing  the 
adjective  "suspense,"  to  modify  the  Working  Capital  Ac- 
count. But  let  it  be  clearly  understood  that  "suspense" 
refers  not  to  the  nature  of  the  account,  but  to  the  amount. 
The  first  entry  should  be  revised  then: 

Treasury  Stock  $1,000.00 

To  Working  Capital  Suspense^  $1,000.00 

Reference  must  be  made  to  two  other  transactions  in 
*  Sometimes  called  Working  Capital  Reserve. 
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this  connection.  The  first  deals  with  the  subscription  to 
the  treasury  stock/  and  the  second  with  the  sale  thereof. 
When  it  is  subscribed  for,  the  following  entry  is  made: 

Subscriptions  to  Treasury  Stock    $1,000.00 

To  Treasury  Stock  $1,000.00 

Upon  payment  the  subscription  is  canceled: 

Cash  $1,000.00 

To  Subscriptions  to  Treasury  Stock  $1,000.00 

On  the  assumption  that  the  stock  has  been  disposed  of  at 
par :  Cash,  debit,  $1,000.00 ;  and  Working  Capital  Suspense, 
credit,  $1,000.00,  still  remain.  Now,  as  the  amount  is  no 
longer  in  doubt  or  suspense,  the  latter  account  should  be 
changed  to  Working  Capital  Account.  The  change  is 
brought  about  by  this  entry : 

Working  Capital  Suspense      $1,000.00 

To  Working  Capital  $1,000.00 

We  shall  not  leave  the  subject  of  Working  Capital 
without  considering,  for  a  moment,  the  effect  of  disposing 
of  the  Treasury  Stock  at  a  discount,  that  is,  at  less  than 
par.  Let  us  suppose  that  it  were  sold  at  90,  thus  realizing 
$900.00  instead  of  $1,000.00.  Dispensing  with  the  sub- 
scription entry,  the  solution  would  assume  the  following 
form: 

Cash  $900.00 

(?)  Account  100.00 

To  Treasury  Stock  $1,000.00 

What  shall  be  the  title  of  the  account  to  show  the  apparent 
loss  of  $100.00  ?  Neither  Discount  Account  nor  any  Profit 
and  Loss  Account  will  answer  the  need,  because  the  busi- 


»The  entry  for  the  subscription  is  often  dispensed  with,  so  that 
Cash  and  Treasury  Stock  are  the  only  two  accounts  employed. 
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ness  has  suffered  no  loss  at  all.  In  reality  $900.00,  instead 
of  $1,000.00,  has  been  donated.  Actually  working  capital 
amounting  to  $900.00,  instead  of  $1,000.00,  has  been  cre- 
ated. To  reduce  the  amount  of  Working  Capital  Account 
by  $100.00  it  must  be  debited,  and  the  entry  conse- 
quently is: 

Cash  $900.00 

Working  Capital  Suspense  100.00 

To  Treasury  Stock  $1,000.00 

The  final  entry,  to  substitute  the  Working  Capital  Ac- 
count for  the  "Suspense"  Account,  just  as  shown  in  the 
last  paragraph,  is: 

Working  Capital  Suspense        $900.00 

To  Working  Capital  $900.00 

Except  in  "close"  corporations,  that  is,  in  organiza- 
tions consisting  of  a  very  few  stockholders  who  own  all 
the  stock,  it  is  very  unusual  to  secure  subscriptions  to  all 
the  authorized  stock  at  once.  If  The  Rollins  Trading  Com- 
pany had  been  authorized  to  issue  capital  stock  amounting  to 
$25,000.00,  but  had  secured  subscriptions  to  only  $10,000.00, 
as  already  shown,  the  reader  unfamiliar  with  corporation 
accounting  would  naturally  enough  feel  that  the  entry 
given  on  page  122  would  still  be  correct;  because,  if  sev- 
eral men  combine  in  a  partnership  but  invest  less  than  the 
amount  planned,  an  entry  is  made  not  for  the  contemplated 
or  proposed  capital  but  for  the  actual  investment.  The 
case  is  not  as  logical  in  corporation  accounting.  The  full 
authorized  issue  must  be  shown  at  the  start,  even  though 
the  subscription  is  for  less.  The  opening  entry  for  The 
Rollins  Trading  Company,  had  the  capitalization  been 
placed  at  $25,000.00  instead  of  at  $10,000.00,  would  be  of 
the  form: 
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Subscriptions  $10,000.00 

(?)  Account  15,000.00 

To  Capital  Stock  $25,000.00 

The  question  is  how  to  show  that  some  stock  has  not 
been  subscribed  for.  Many  texts  call  this  unsubscribed 
stock  "treasury  stock,"  but  most  accountants  do  not  ap- 
prove of  this  term  except  for  stock  actually  issued  and 
then  returned  to  the  corporation.  A  considerable  number 
of  accountants,  including  Professor  Hatfield  in  his  Modern 
Accounting,  call  this  stock  "unissued  stock."  The  writer 
agrees  with  many  other  accountants  that  the  title  is  an 
unhappy  one,  because  stock  subscribed  for  but  not  paid  for 
is  also  unissued  stock,  and  surely  there  is  a  difference  be- 
tween such  stock  and  stock  not  yet  applied  for.  Moreover^ 
as  we  wish  titles  of  accounts  to  express  clearly  the  nature 
of  the  items  they  involve,  we  favor  the  term,  "unsub- 
scribed stock. ' '    The  solution  then  is : 

Subscriptions  $10,000.00 

Unsubscribed  Stock  15,000.00 

To  Capital  Stock  $25,000.00 

Subsequently,  when  new  subscriptions  are  received,  the 
entry  made  is  of  the  following  type : 

Subscriptions  $ 


To  Unsubscribed  Stock  $- 


Unsubscribed  stock  is  sometimes  shown  as  an  asset  on 
the  Balance  Sheet.  Obviously  it  is  only  legal  authority 
to  issue  stock,  and  consists  of  blank  certificates,  so  it  can- 
not be  properly  treated  as  of  real  value  to  the  business. 
Moreover,  though  it  is  required  to  show  the  full  capital 
stock  authorization,  it  is  not  the  best  accounting  practice 
to  draw  up  a  Balance  Sheet  showing  a  greater  capital  than 
actually  exists.    To  meet  the  best  accounting  requirements. 
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the  items  referred  to  are  shown  among  the  capital  items  on 
the  Balance  Sheet  as  follows: 

Authorized  Capitalization       $25,000.00 
Less  Unsubscribed  Stock        15,000.00 


Issued  and  outstanding  capital  stock  $10,000.00 

In  some  cases  stock  is  issued  for  values  other  than  cash. 
It  is  then  necessary  to  show  the  properties  acquired  instead 
of  cash  received.  The  first  entry  is  for  the  purpose  of 
recording  the  subscription,  a  process  with  which  we  are 
already  familiar.  The  next  step  results  in  the  extinguish- 
ing of  the  subscriptions  by  means  of  property  acquired. 
We  shall  consider  three  cases: 

1.  When  merchandise  is  given  to  cancel  a  subscription 
of  $1,000.00.    The  entry  is: 

Merchandise  $1,000.00 

To  Subscriptions  $1,000.00 

2.  When  a  patent  right  is  transferred  to  the  corpora- 
tion in  payment  of  a  subscription  of,  say,  $5,000.00.  The 
entry  is: 

Patent  $5,000.00 

To  Subscriptions  $5,000.00 

3.  A  third  case  arises  when  real  estate  is  given  to  the 
corporation  to  cancel  a  subscription  of,  say,  $8,000.00.  To 
complicate  the  situation  somewhat,  let  us  assume  that 
property  valued  at  $10,000.00,  but  with  a  mortgage  of 
$2,000.00  thereon,  has  been  turned  over  to  the  corporation. 
This  is  the  entry: 

Real  Estate  $10,000.00 

To  Real  Estate  Mortgage  Payable        $2,000.00 
Subscriptions  8,000.00 

The  Mortgage  Account  may  be  strange  to  some  readers. 
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Notice  that  the  net  value  of  the  property  acquired  is  only 
$8,000.00  ($10,000.00  less  $2,000.00),  which  equity  cancels 
the  amount  of  subscriptions.  On  the  Balance  Sheet,  in- 
stead of  listing  the  mortgage  among  the  liabilities,  some  ac- 
countants prefer  to  deduct  it  from  the  real  estate  among 
the  assets.  The  showing  of  the  mortgage  among  the  liabili- 
ties is  as  good  practice  probably. 

If  The  Rollins  Trading  Company  had  been  organized 
with  an  authorized  capital  of  $25,000.00,  of  which 
$15,000.00  was  in  preferred  stock  and  $10,000.00  in  com- 
mon stock,  the  opening  entries  would  be  like  those  pre- 
viously given,  slightly  modified.  Consider  the  following 
cases : 

(a)  Subscriptions  received  for  all  of  the  preferred 
and  for  one-half  of  the  common  stock,  at  par.  The  entry 
is  self-explanatory: 

Subscriptions  to  Preferred 

Capital  Stock  $15,000.00 

Subscriptions    to    Common 

Capital  Stock  5,000.00 

Unsubscribed  Common  Cap- 
ital Stock  5,000.00 

To  Preferred  Capital  Stock  $15,000.00 

Common  Capital  Stock  10,000.00 

(6)  Then  the  subscriptions  are  paid  in  cash.  No  ex- 
planation appears  necessary  for  the  resulting  entry: 

Cash  $20,000.00 

To  Subscriptions  to  Preferred  Capital 

Stock  $15,000.00 

Subscriptions  to  Common  Capital 

Stock  5,000.00 

(c)  Upon  receipt  of  additional  subscriptions  to  the  un- 
subscribed stock,  the  entry  would  be  of  this  form: 
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Subscriptions  to  Common  Capital  Stock  $ 


To  Unsubscribed  Common  Capital  Stock    $- 


Stock  Issued  at  a  Discount.^ — Though  a  certificate  of 
stock  has  a  par  value  of  $100.00,  the  quotations  on  any 
stock  exchange  will  soon  make  clear  that  the  actual  price 
is  above  or  below  this  amount.  A  corporation  sometimes 
issues  stock  "below  par,"  that  is,  for  less  than  the  face 
value  of  each  share.  We  are  now  prepared  to  consider 
such  a  case.  Suppose  that  The  Rollins  Trading  Company 
had  organized  with  an  authorized  issue  of  $10,000.00,  all 
common  stock,  with  a  par  value  of  $100.00  each,  and  that 
it  had  accepted  subscriptions  to  all  of  its  stock  "at  90." 

"At  90"  means  that  subscribers  had  agreed  to  pay 
$90.00  per  share.  Now  let  us  consider  the  required  entry. 
It  should  be  evident  that  subscribers  become  liable  to  the 
company  for  only  $9,000.00,  while  they  are  to  receive  the 
full  issue.  At  this  point  the  entry  would  be: 
Subscriptions  $9,000.00 

(?)  Account  1,000.00 

To  Capital  Stock  $10,000.00 

To  which  account  should  the  $1,000.00  be  charged?  Dis- 
count is  often  suggested,  but  we  cannot  approve  of  it,  be- 
cause this  name  is  already  employed  for  a  much  more  com- 
mon account.  Recalling  what  was  said  in  the  second  chap- 
ter regarding  the  choice  of  titles  of  accounts,  we  should 
not  be  surprised  to  find  that  "Discount  on  Stock"  is  the 
style  of  the  account  we  are  seeking.  The  approved  entry  is : 

Subscriptions  $9,000.00 

Discount  on  Stock  1,000.00 

To  Capital  Stock  $10,000.00 

'  New  York  and  a  number  of  other  states  prohibit  the  issuing  of 
stock  under  par.  The  student  should  consult  the  corporation  law  of 
his  own  state  regarding  this  point,  and  also  regarding  the  liability 
of  stockholders  who  subscribe  to  stock  at  less  than  the  par  value. 
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One  other  point  requires  our  attention  in  the  present 
connection.  It  is  not  the  entry  to  be  made  when  the  sub- 
scriptions are  paid,  because  that  is  simple  enough.  It  is 
the  status  or  meaning  of  "Discount  on  Stock."  Though 
the  item  is  a  loss  (a  real  debit  balance  represents  either  an 
asset  or  a  loss),  accountants  do  not  favor  writing  this  ac- 
count off  to  Profit  and  Loss  Account  at  the  end  of  the  year. 
The  stand  taken  is  based  upon  the  fact  that  the  discount 
in  question  is  the  result  of  raising  funds  to  be  used  by  the 
business  during  a  long  period.  The  discount  represents 
a  cost,  not  of  one  year,  but  of  many  years,  and  hence  the 
cost  should  not  be  borne  entirely  by  the  year  during  which 
it  is  incurred,  but  rather  by  the  years  which  have  been 
benefited.  In  practice  as  much  is  charged  off  each  year 
as  the  profits  of  that  year  will  bear.  The  balance  remain- 
ing at  any  time  is  treated  as  an  asset.^ 

Issuing  Bonds. — Corporations,  just  as  other  organi- 
zations, sometimes  find  that  they  have  to  raise  funds.  A 
favorite  method,  especially  when  the  loan  is  desired  for  a 
number  of  years,  is  to  issue  bonds  and  sell  them.  In  this 
connection  we  shall  consider  a  few  simple  examples: 

(a)  Ten  thousand  dollars  are  borrowed  as  a  result  of 
issuing  or  selling  or  "placing"  twenty-year  bonds  bearing 
interest  at  five  per  cent.  Though  subscriptions  are  some- 
times asked  and  recorded,  we  shall  waive  such  prelimina- 
ries and  proceed  to  the  essentials  at  once.  Ten  thousand 
dollars  have  been  received  in  exchange  for  a  bonded  indebt- 
edness representing  a  similar  account.  The  usual  entry  in 
such  cases  is: 

Cash  $10,000.00 

To  First  Mortgage  Bonds  Payable      $10,000.00 

The  title  of  the  credit  account  is  purposely  made  full  so  as 

*See  "charging  off"  process  and  "deferred"  assets,  in  Chap- 
ter VII. 
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clearly  jo  indicate  its  function.  It  has  been  assumed,  as 
is  very  usual  in  such  cases,  that  the  bonds  were  made  a 
first  lien  on  the  properties  of  the  company.  The  entry 
does  not  involve  any  Interest  Accoimt,  for  the  same  reason 
that  the  entries  for  an  interest-bearing  and  a  non-interest- 
bearing  note  do  not  differ  from  each  other.  An  appropriate 
Interest  Account  will  be  charged  when  interest  is  paid. 

(&)  Underwriters  are  frequently  called  upon  to  place 
or  "float"  such  bonds  as  are  being  discussed.  If  the  un- 
derwriters charged  $500.00  for  selling  these  bonds,  turning 
over  to  the  company  only  the  net  proceeds,  $9,500.00,  entry 
(a),  above,  will  be  either: 

(1)     Cash  $9,500.00 

Underwriting  Expenses        500.00 

To  First  Mortgage  Bonds  Payable       $10,000.00 
or  (2)     Cash  $9,500.00 

Organization  Expenses         500.00 

To  First  Mortgage  Bonds  Payable       $10,000.00 

Either  "Underwriting  Expenses"  or  "Organization  Ex- 
penses" may  be  employed,  and  these  accounts  are  handled 
exactly  as  the  "Discount  on  Stock"  Account,  discussed  on 
page  132. 

(c)  If  the  bonds  are  floated  at  92  the  entry,  assuming 
no  underwriting  expenses,  is : 

Cash  $9,200.00 

Discount  on  Bonds  800.00 

To  First  Mortgage  Bonds  Payable      $10,000.00 

(d)  Sometimes,  as  an  inducement  to  buy  bonds,  stock 
is  offered  as  a  bonus  or  gift.  If  each  purchaser  of  a 
$1,000.00  bond,  at  par,  receives  one  share  of  stock  the  entry 
for  the  entire  bond  issue  is  essentially : 
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Cash  $10,000.00 

Stock  Bonus  1,000.00 

To  First  Mortgage  Bonds  Payable    $10,000.00 
Unsubscribed  Stock  1,000.00 

In  this  entry  it  has  been  assumed  that  unsubscribed 
stock  existed,  and  that  the  bonus  consisted  of  such  stock 
not  previously  subscribed.  The  intermediary  entries  for 
subscriptions  have  been  omitted  purposely.  The  "Stock 
Bonus"  Account  should  be  treated  exactly  like  "Discount 
on.  Stock"  or  "Organization  Expenses"  discussed  pre- 
viously in  this  chapter. 

Closing  Entries. — The  net  profit  of  a  corporation  is 
determined  exactly  like  the  net  profit  of  any  other  type 
of  organization.  The  distinct  question  which  concerns  us 
here  is  the  distribution  or  apportionment  of  the  net  profit 
found.  In  a  partnership,  for  instance,  no  particular  ques- 
tion of  finance  is  involved,  for  the  division  of  profits,  as  we 
have  seen,  is  a  simple  bookkeeping  entry.  The  Capital  or 
Personal  Accounts  of  the  partners  are  increased  in  amount, 
but  the  partners  are  more  apt  than  not  to  leave  their  profits 
untouched,  rather  than  to  take  them  out.  Moreover,  there 
usually  exists  a  stipulation  in  the  copartnership  agreement 
limiting  the  amount  of  withdrawals.  But  the  situation  is 
distinctly  different  in  corporate  affairs.  Were  all  of  the 
profits  distributed  it  would  mean  that  the  stockholders 
would  actually  draw  out  from  the  business  the  entire  profits 
for  the  year.  Consequently  the  corporation  would  be  in  no 
bettei^  financial  position  after  a  long  period  of  successful 
operation  than  at  its  beginning. 

The  result  of  the  situation  just  briefly  outlined  leads  to 
an  appreciation  of  the  necessity  of  withholding  or  reserv- 
ing some  part  of  each  year's  profits.  The  subject  is  an 
important  one,  and  to  many  students  proves  most  difficult. 
Detailed  discussion  regarding  it  is  reserved  for  treatment 
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in   subsequent   chapters,   namely,    in   those   dealing   with 
Profit  and  Loss  Statements  and  with  Reserves. 

That  portion  of  the  profits  which  the  board  of  direc- 
tors decides  shall  be  paid  to  the  stockholders  is  called  "div- 
idends." Moreover,  the  shareholders  are  not  entitled  to 
any  dividends  at  all,  until  the  directors  vote  affirmatively 
on  the  matter.  Such  action  on  the  part  of  the  latter  is 
termed  '  *  declaring  a  dividend. ' '  To  illustrate,  if  The  Rol- 
lins Trading  Co.  had  outstanding  one  hundred  shares  of 
stock  (100  shares  at  $100.00  par,  each, — a  capitalization 
of  $10,000.00),  and  the  directors  decided  that  of  the  net 
profits  for  that  year,  amounting,  to  say,  $1,350.00,  the  Com- 
pany should  retain  $550.00,  they  would  declare  a  dividend 
of  eight  per  cent.  The  reciting  entry  closes  the  Profit 
and  Loss  Account,  and  carries  its  balance  to  an  "Undi- 
vided Profit"  Account  or  to  a  "Surplus"  Account: 

Profit  and  Loss^  $1,350.00 

To  First  Dividends  Payable  $800.00 

Surplus  550.00 

* '  First  Dividends  Payable ' '  denotes  that  the  corporation 
in  question  has  declared  its  first  dividend  or  distribution  of 
profits.  Subsequent  distributions  are  numbered  suc- 
cessively. 

In  large  corporations,  the  so-called  Transfer  Books  are 
now  closed.  The  Transfer  Book  ife  the  auxiliary  Journal, 
as  it  were,  wherein  are  recorded  transfers  of  stock,  and 

'  More  frequently,  the  entire  net  profit  is  carried  to  Surplus  Ac- 
count by  means  of  the  following  entry: 

Profit  and  Loss  $1,350.00 

To  Surplus  $1,350.00 

Then  the  dividends  are  taken  "out  of  Surplus"  by  this  entry: 

Surplus  $800.00 

To  First  Dividends  Payable  $800.00 
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from  which  postings  are  made  to  the  Stockholders'  Ledger. 
Then  entries  are  made  in  the  Dividend  Book  so  as  to  show 
the  amount  of  dividends  to  which  the  different  stockholders 
are  entitled.  A  check  for  the  entire  amount  of  the  declared 
dividends  is  then  drawn  and  deposited  in  the  name  of  some 
descriptive  account.  Individual  checks  are  finally  drawn 
against  this  deposit,  and  sent  to  the  "stockholders  of 
record,"  that  is,  to  those  who  are  the  o\\Tiers  of  stock, 
and,  hence,  entitled  to  dividends,  according  to  the  Stock- 
holders' Ledger  at  the  time  the  books  are  closed.  The 
reason  for  the  special  deposit  is  to  save  the  efforts  of  the 
higher  officials,  and  to  enable  designated  clerks  to  sign 
the  many  thousands  of  small  checks  which  such  corpora- 
tions as  the  United  States  Steel  Corporation  or  the  Penn- 
sylvania Railroad  Co.  have  to  send  out  a  number  of  times 
each  year. 

The  entries  in  the  ease  of  smaller  companies,  when 
dividends  are  paid,  will  now  be  shown.  Essentially,  they 
are  the  same  for  all  organizations,  regardless  of  size.  At 
the  time  a  check  is  drawn  in  favor  of  a  stockholder,  an 
entry  is  made  on  the  credit  side  of  the  Cash  Book,  which 
results  in  debits  and  credits  as  shown  by  this  type  solution : 


First  Dividends  Payable  $ 

To  Cash  $- 


When  all  of  the  dividends  have  been  paid,  in  the  case 
of  The  Rollins  Trading  Co.,  for  instance,  the  effect  of  the 
separate  entries  is  summed  up  in  the  following: 

First  Dividends  Payable  $800.00 

To  Cash  $800.00 

It  sometimes  happens  that  the  cheek  mailed  to  a  stock- 
holder is  returned,  and  that  he  cannot  be  located.  The 
check  is  thereupon  canceled  and,  inasmuch  as  the  com- 


138 


ELEMENTS    OF   ACCOUNTING 


pany  is  liable  to  the  stockholder  and  is  willing  to  pay  him 
the  amount  due  as  soon  as  he  is  located,  the  following 
entry  is  made: 

Cash  $ 

To  Unpaid  Dividends  $ 

Changing  to  Corporations. — The  opening  entries  thus 
far  discussed  were  in  relation  to  the  establishment  of  new 
corporations.  The  advantages  of  the  corporate  form  of 
organization  appeal  to  individual  proprietors  and  to  part- 
ners, and  we  shall  now  consider  the  accounting  features 
incident  to  the  change  from  partnerships  to  corporations. 
The  preliminary  legal  steps  differ  in  no  wise  from  those 
already  presented,  so  they  need  not  detain  us.  We  shall 
study  three  cases: 

(a)  A  partnership  converted  to  a  corporation  with- 
out increase  of  capital. 

(&)  A  similar  conversion  with  an  increase  in  capitali- 
zation. 

(c)  A  third  change  with  provisions  made  so  to  in- 
crease the  capitalization  as  to  permit  the  sale  of  some  of 
the  authorized  issue  to  outsiders. 

For  the  purposes  of  illustration  we  shall  take  the  firm 
of  Browne  &  Towne,  whose  business  condition  on  July 
1,  1913,  the  date  of  the  incorporation  of  the  Browne-Towne 
Co.,  is  shown  by  the  following: 

Balance  Sheet  of  Browne  &  Towne 

as  of  July  1,  1913 


Cash 

$2,600.00 

7,900.00 

5,200.00 

1,800.00 

900.00 

Notes  Payable 

Accounts  Payable .  . 

B.  Browne,  Capital . 
T.  Towne,  Capital . . 

.    $5,700.00 

Accounts  Receivable 

Merchandise 

Fixtures 

2,700.00 
$8,400.00 

Horses  and  Wagons . . 

6,000.00 
,      4,000.00 

$18,400.00 

$18,400.00 
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Proposition  1. — Browne  and  Towne  incorporate  their 
business  with  an  authorized  capitalization  of  $10,000.00, 
divided  into  shares  of  $100.00  each.  We  are  required  to 
make  the  necessary  changes  under  either  of  two  conditions : 
(a)  If  the  old  books  are  to  be  continued,  (&)  If  a  new  set 
of  books  is  to  be  employed. 

Case  (a)  Inasmuch  as  the  assets  and  liabilities  of  the 
old  firm  are  to  become  the  property  of  the  new  company 
upon  the  payment  by  the  latter  to  the  members  of  the  for- 
mer of  $10,000  in  stock,  there  is  no  need  of  changing  the 
accounts  representing  the  assets  and  the  liabilities,  But 
the  Capital  Accounts  of  Messrs.  Browne  and  Towne  cannot 
remain,  because  the  accounts  of  stockholders  do  not  appear 
in  the  general  books  of  corporations,  and  the  Capital  Stock 
Account  must  be  added.  The  following  entry  will  close 
the  partners '  accounts  and  open  the  one  with  the  stock : 

B.  Browne,  Capital  $6,000.00 

T.  Towne,  Capital  4,000.00 

To  Capital  Stock  $10,000.00 

For  the  100  shares  of  the  capital  stock  of  the  Browne 
Towne  Co.,  accepted  in  full  payment  of  all  our  rights  and  in- 
terest in  the  firm  of  Browne  and  Towne,  and  distributed  as 
follows : 

B.  Browne,  60  shares,  to  close  his  account. 
T.  Towne,  40  shares,  to  close  his  account. 

Case  (b)  Before  opening  the  new  set  of  books  it  is 
necessary  to  close  the  old  ones.  It  is  not  sufficient  to  open 
the  new  books ;  it  is  also  necessary  to  leave  the  old  ones  in 
good  condition.  This  is  so  because  the  bookkeeping  history 
of  a  business  may  be  regarded  as  a  unit,  and  the  records 
of  old  transactions  are  often  very  important.  The  Journal 
entries  shown  on  the  following  page  will  accomplish  the  de- 
sired purpose. 
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Browne-Towne  Co. 
To  Cash 

Accounts  Receivable 

Merchandise 

Fixtures 

Horses  and  Wagons 

To  close  the  assets  on  the  books 
of  Browne  &  Towne,  same  having 
been  transferred  to  the  corporation, 
Browne-Towne  Co.,  as  per  contract. 

Notes  Payable 
Accounts  Payable 

To  Browne-Towne  Co. 

To  close  the  liabilities  on  the  books 
of  Browne  &  Towne,  same  having 
been  assumed  by  the  corporation  of 
Browne-Towne  Co.,  as  per  contract. 

Browne-Towne  Co.  Stock 
To  Browne-Towne  Co. 

100  shares  of  stock,  par  value 
$100.00  each,  received  in  fuU  pay- 
ment of  our  business,  transferrwi  to 
Browne-Towne  Co. 

B.  Browne,  Capital 
T.  Towne,  Capital 

To  Browne-Towne  Co.  Stock 

Distribution  of  stock  to  Messrs. 
Browne  &  Towne,  in  full  of  their  in- 
terests in  the  firm: 

60  shares  to  B.  Browne 

40  shares  to  T.  Towne 


18,400  00 


5,700 
2,700 


10,000 


6,000 
4,000 


00 


2,60000 
7,900  00 
5,200  00 
1,80000 
900  00 


8,400 


00 


10,000  00 


10,00000 


It  is  now  necessary  to  open  a  new  set  of  books.  We 
must  consider  that  Messrs.  Browne  &  ToAvne  have  sub- 
scribed to  the  capital  stock  of  the  Browne-Towne  Co.,  and 
that  they  have  paid  their  subscriptions  by  transferring 
their  business.  The  detailed  entries  are  shown  on  the  fol- 
lowing page. 
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(The  usual  preliminary  explanation,  similar  to  the  one 
on  page  123,  is  omitted.) 

July  1,  1913 

Subscriptions? $10,000.00 

To  Capital  Stock $10,000.00 

B.  Browne,  60  shares 
T.  Towne,   40  shares 

1 

Cash $2,600.00 

Accounts  Receivable 7,900 .  00 

Merchandise 5,200.00 

Fixtures 1,800.00 

Horses  and  Wagons 900 .  00 

To  Notes  Payable 5,700.00 

Accounts  Payable 2,700 .  00 

Subscriptions 10,000. 00 

Accepted  the  assets  of  Browne  & 
Towne,  and  assumed  their  habiUties,  in 
full  payment  of  their  subscriptions  to 
100  shares  of  the  capital  stock  of  this 
Company,  as  per  Minute  Book, 
page 

The  foregoing  entry  placed  all  the  assets  acquired  and 
the  liabilities  assumed  upon  the  books  of  the  corporation. 
Subscriptions  Account  has  been  canceled,  so  that  the  only 
account  other  than  those  listed  in  this  last  entry  is  Capital 
Stock  Account  with  a  credit  balance  of  $10,000.00.  It 
should  be  noticed  that  the  new  books  show  exactly  the  same 
balances  as  the  old  did  in  case  (a),  after  changing  them 
to  corporation  books. 

Proposition  2. — The  capitalization  is  placed  at  $20,- 
000.00,  all  of  which  is  issued  to  Messrs.  Browne  &  Towne, 
for  their  interest  in  the  old  firm.  Without  repeating  the 
details  involved  in  the  solution  of  the  first  proposition, 
and  equally  applicable  to  the  present  one,  we  shall  con- 
sider, as  before,  two  cases :  (a)  The  change  if  the  old  books 
are  to  be  employed,  (&)  The  opening  of  a  new  set. 

Case  (a)  Here  the  corporation  pays  $20,000.00  in 
stock  for  a  net  capital  of  $10,000.00.  The  difference  of 
$10,000.00,    representing    the    excess    of    purchase    price 
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over  replacement  value,  is,  as  we  saw  in  the  last  chapter, 
goodwill.  This  goodwill  of  $10,000.00,  though  a  real  asset 
to  the  corporation  which  acquired  it  for  value,  is  a  profit 
to  the  old  firm.  And  like  all  profits  it  must  be  divided 
between  the  partners.  Though  the  Capital  Accounts  of 
Messrs.  Browne  &  Towne  are  unequal,  in  the  absence  of  a 
specific  agreement  to  the  contrary,  the  profit  must  be 
divided  equally.  The  entries  to  change  the  old  books,  with- 
out the  usual  preliminaries,  are: 

Goodwill $10,000.00 

To  B.  Browne,  Capital $5,000.00 

T.  Towne,  Capital 5,000.00 

Excess  valuation  placed  upon  our 
business  by  the  purchasers,  the  Browne- 
Towne  Co.,  divided  equally  among  the 
members  of  the  firm. 

B.  Browne,  Capital $11,000.00 

T.  Towne,  Capital 9,000.00 

To  Capital  Stock 20,000.00 

200  shares  of  capital  stock  of  the 
Browne-Towne  Co.,  par  value  $100.00 
each,  in  full  for  the  rights  and  interests 
of  Messrs.  Browne  &  Towne,  divided  as 
follows: 

B.  Browne,  110  shares,  to  close  his 

account. 
T.  Towne,  90  shares,  to  close  his 
account. 

Case  (&)  It  will  not  be  necessary  to  go  into  lengthy 
explanations  regarding  the  following  entries  by  means  of 
which  the  old  books  will  be  closed,  because  they  are  sim- 
ilar to  the  corresponding  case  of  the  first  proposition : 

Goodwill $10,000.00 

To  B.  Browne,  Capital $5,000.00 

T.  Towne,  Capital 5,000.00 

Browne-Towne  Co 28,400.00 

To  Cash 2,600.00 

Accounts  Receivable 7,900.00 

Merchandise 5,200 .  00 

Fixtures 1,800.00 

Horses  and  Wagons 900.00 

Goodwill 10.000.00 
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(Notice  that  goodwill  is  included  as  one  of  the  assets 
acquired  by  the  new  company.) 

Notes  Payable $5,700.00 

Accounts  Payable 2,700.00 

To  Browne-Towne  Co $8,400. 00 

Browne  Towne  Co.  Stock 20,000.00 

To  Browne-Towne  Co 20,000.00 

B.  Browne,  Capital 11,000.00 

T.  Towne,  Capital 9,000.00 

To  Browne-Towne  Co.  Stock 20,000 .  00 

It  was  deemed  quite  unnecessary  to  supply  the  explan- 
atory remarks  to  the  above  Journal  entries,  because  they 
are  identical  with  those  previously  given  in  similar  prem- 
ises. We  must  now  open  the  new  books.  Though  it  is 
scarcely  necessary  to  show  the  opening  entries,  because 
they  are  practically  the  same  as  those  with  which  the  stu- 
dent is  already  familiar,  they  are  herewith  presented,  but 
without  explanation  or  comment: 

Subscriptions $20,000.00 

To  Capital  Stock $20,000.00 

Cash 2,600.00 

Accounts  Receivable 7,90O.OO 

Merchandise 5,200.00                 i 

Fixtures 1,800.00                 ! 

Horses  and  Wagons 900 .  00 

GoodwiU.  . 10,000.00 

To  Notes  Payable 5,700.00 

Accounts  Payable 2,700. 00 

Subscriptions 20,000.00 

Proposition  3. — The  authorized  capitalization  is  placed 
at  $25,000.00,  of  which  $20,000.00  is  given  to  the  old  firm. 
Of  the  balance  $3,200.00  is  subscribed  by  outsiders  at  par. 
We  shall  consider  the  steps  necessary  to  open  a  new  set 
of  books,  assuming  that  the  question  of  continuing  the  old 
ones  does  not  arise.  The  problem  calls  for  the  closing  of 
the  old  books,  and  the  opening  of  a  new  set.  We  pro- 
ceed at  once  to  open  the  new  set,  as  the  student  needs  no 
further  help  in  closing  the  old  ones,  because  the  work  is 
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exactly  the  same  as  the  second  proposition.  The  entries  to 
open  the  new  books,  with  full  Journal  explanations,  except 
the  preliminary  statement  regarding  organization,  follow: 

July  1,  1913 


Subscriptions 
Unsubscribed  Stock 
To  Capital  Stock 

Browne  &  Towne,  200  shares  at  par 
D.  Downe,  11  shares  at  par 
F.  Fowne,  21  shares  at  par 


Cash 

Accounts  Receivable 
Merchandise 
Fixtures 

Horses  and  Wagons 
Goodwill 
To  Notes  Payable 

Accounts  Payable 

Subscriptions 

Accepted  the  assets  of  Browne  & 
Towne,  together  with  their  goodwill, 
and  assumed  their  liabilities,  in  full 
payment  of  their  subscriptions  to 
200  shares  of  the  capital  stock  of  this 
Company,  as  per  action  of  the  Board 
of  Directors,  Minute  Book,  page .... 


23,200 
1,800 


2,60000 
7,900  00 
5,200  00 
1,800  00 
900  00 
10,000  00 


25,000 


5,700 

2,700 

20,000 


00 


00 
00 
00 


And  if  Mr.  Downe  pays  his  subscription  on  the  10th  of 
July,  one-half  in  cash  and  the  balance  by  his  thirty-day 
interest-bearing  note,  the  following  entry  is  made: 


10 

Cash $550.00 

Notes  Receivable 550 .  00 

To  Subscriptions $1,100.00 

The  student  is  advised  to  check  up  the  following  Bal- 
ance-Sheet  which  is  now  taken: 
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Balance  Sheet  of  the  Browne- Towne  Co. 

AS  OF  July  10,  1913 


Cash $3,150.00 

Notes  Receivable. .  . .  550.00 

Accounts  Receivable.  7,900.00 

Merchandise 5,200 .  00 

Fixtures 1,800.00 

Horses  and  Wagons .  .  900 .  00 

Subscriptions 2,100.00 

Goodwill 10,000.00 


$31,600.00 


Notes  Payable $5,700 .  00 

Accounts  Payable.  .  .  .      2,700.00 


5,400.00 


Cap.  Stock.  $25,000.00 
Unsubscribed  1,800 .  00 

Subscribed  Stock 23,200 .  00 


$31,600.00 


Consolidation. — As  a  final  problem  in  corporatian  ac- 
counting, we  shall  explain  the  steps  involved  when  two  or 
more  organizations  combine  to  form  a  larger  company. 
We  shall  not  go  into  the  legal  requirements  which  pre- 
cede the  formation  of  the  merger. 

The  problem:  The  Consolidated  Trading  Company  is 
organized  under  the  laws  of  the  State  of  New  York,  with 
an  authorized  capitalization  of  $100,000.00,  divided  into  500 
shares  of  common  stock  and  500  shares  of  preferred  stock, 
each  of  a  par  value  of  $100.00.  The  Original  Trading 
Co.  subscribes  to  300  shares,  150  shares  of  each  kind  of 
stock,  payment  to  be  made  by  transferring  the  business 
and  goodwill  of  the  Original  Trading  Co.  to  the  Consoli- 
dated Trading  Co.  in  full  payment  of  the  subscription. 
Messrs.  Simple  &  Bright  agree  to  turn  over  their  business, 
including  its  goodwill,  for  200  shares  of  preferred  stock 
and  150  shares  of  common  stock.  Others  subscribe  for  100 
shares  of  preferred  stock  at  par  and  for  100  shares  of  com- 
mon stock  at  par.  Required  (A)  The  closing  entries  for 
the  Original  Trading  Co.;  (B)  the  closing  entries  for  Sim- 
ple &  Bright;  (C)  the  opening  entries  for  the  Consoli- 
dated Trading  Co.;  (D)  the  Balance  Sheet  of  the  Consoli- 
dated Trading  Co.  after  making  the  entries  for  the  trans- 
actions given. 
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The  following  are  the  Balance  Sheets  submitted  to  and 
accepted  by  the  Consolidated  Trading  Co.,  as  correct  ex- 
hibits of  the  respective  vendors  or  sellers  at  the  time  when 
the  concerns  were  acquired: 

Balance  Sheet  of  the  Original  Trading  Co. 

(Date) 


Cash $5,800.00 

Notes  Receivable 20,000 .  00 

Accounts  Receivable.  16,300.00 

Merchandise 4,500 .  00 

Fixtures 1,400.00 

$48,000.00 


Notes  Payable $15,000.00 

Accounts  Payable 8,000 .  00 

Capital  Stock 20,000. 00 

Surplus 5,000. 00 


$48,000.00 


Balance  Sheet  of  Simple  &  Bright 

(Date) 


Cash 

Accounts  Receivable. 

Merchandise 

Fixtures 

S.  Simple,  Personal .  . 

$6,400.00 

23,600.00 

8,000.00 

2,000.00 

1,000.00 

$41,000.00 

Accounts  Payable .  . 
Mortgage  Payable. . 
S.  Simple,  Capital. . 
B.  Bright,  Capital. . 

.    $4,000.00 
. .    10,000.00 
. .    15,000.00 
..    12,000.00 

$41,000.00 

(A)  To  close  the  books  of  the  Original  Trading  Co. : 
(1)  The  difference  between  the  par  value  of  the  300 
shares  of  stock  received,  $30,000.00,  and  the  existing  capital 
as  per  the  Balance  Sheet,  total  assets  ($48,000.00)  less 
total  liabilities  ($23,000.00),  or  $25,000  (capital  stock  plus 
surplus),  is  $5,000.00.  This  $5,000.00  represents  the  value 
placed  on  the  goodwill,  a  profit  to  accrue  to  the  benefit 
of  the  stockholders.  The  first  entry  is  to  place  the  good- 
will on  the  books: 


Goodwill  $5,000.00 

To  Surplus 

Excess  valuation  placed  upon  this 
company  by  the  vendees,  The  Consoli- 
dated lYading  Co. 


$5,000.00 
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The  credit  to  Surplus  Account  increases  the  did  balance 
to  $10,000.00,  so  that  the  stockholders  will  be  entitled  to  a 
share  of  $30,000,— capital  stock  plus  surplus— upon  dis- 
tribution. 

(2)  The  second  entry  transfers  the  existing  assets,  in- 
cluding goodwill,  to  vendees,  and  closes  the  asset  accounts: 

The  Consolidated  Trading  Co $53,000 .  00  ^^  ^^  ^ 

To  Cash on'nnn  on 

Notes  Receivable Tr  ^nn  no 

Accounts  Receivable '-'^>f^  ■  ^ 

Merchandise lUoo'.OO 

SSS:::::::::::::::::::::  ^>o.oo 

To  transfer  the  assets  of  this  Com- 
pany to  the  Consolidated  Trading  Co^ 

as  per  agreement  dated   ,  and 

as  per  action  of  the  Board  of  Directors, 
see  Muiute  Book,  page 

(3)  The  effect  of  the  next  entry  will  be  to  close  the 
accounts  showing  liabilities,  as  they  have  been  assumed  by 
the  vendee: 

Notes  Payable      $15,000.00 

Accounts  Payable  ••■•••■••.••• ^'"""       «9q  nOO  00 

To  the  Consolidated  Trading  Co ... .  $  Jd,UUU .  w 

Assumption  of  the  existing  liabilities 

of  this  Company  by  the  Consohdated 

Trading  Co.,  as  per  agreement  dated 
,  and  as  per  action  of  the 

Board  of  Directors,  see  Minute  Book, 

page 

(4)  Now  that  the  vendee  has  been  charged  with  the 
sum  of  assets  acquired  ($53,000.00),  and  credited  with  the 
sum  of  the  liabilities  assumed  ($23,000.00),  the  debit  bal- 
ance of  $30,000.00  is  canceled  by  the  delivery,  as  per  agree- 
ment, of  150  shares  of  preferred  stock  and  of  150  shares  of 
common  stock.     The  entry  is: 

The   Consolidated  Trading  Co.   Pi*e- 

ferred  Stock ^■■A--  -^^^.OOO.OO 

The  Consolidated  Trading  Co.  Com- 

mon  Stock v.- ■  •  >^  •  •  •    1^,000.00 

To  the  Consolidated  Trading  Com-  ^^^  ^ 

pany ' 
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Received  in  full  payment  as  per  agreement, 

150  shares  of  preferred  stock,  par  value  $100.00 
150  shares  of  common  stock,  par  value  $100.00 

(5)  The  final  step  consists  in  distributing  the  stock 
acquired  among  the  stockholders.  This  problem  consists 
of  dividing  150  shares  of  common  stock  and  150  shares  of 
preferred  stock  among  200  stockholders,  or  among  200 
shares  of  stock,  to  be  technically  correct,  —=  or  %  of  a 
share  of  each  is  the  proper  ratio.  The  last  entry  closes 
all  the  accounts  still  open,  because  the  distribution  of  300 
shares  of  stock  (300  shares  at  $100.00,  each,  or  $30,000.00) 
cancels  the  capital  stock  account  of  $20,000.00  and  the  sur- 
plus account  of  $10,000.00:  ^ 

Capital  Stock $20,000.00 

Surplus 10,000.00 

To  The   Consolidated  Trading  Co. 

Preferred  Stock ' $15,000.00 

The   Consolidated   Trading   Co. 

Common  Stock 15,000.00 

Distribution  of 

150  shares  of  preferred  stock  of  The 

Consolidated  Trading  Co. 
150  shares  of  common  stock  of  The 
Consolidated  Trading  Co. 

To  our  stockholders  of  record,  upon 
surrender  of  their  stock  in  this  Com- 
pany, in  the  following  manner:  for 
each  share  of  our  stock,  "U  of  a  share, 
each,  of  the  preferred  and  the  common 
stock  of  The  ConsoUdated  Trading  Co. 

(B)     To  close  the  books  of  Simple  &  Bright: 
( 1 )     The  first  step  consists  in  transferring  the  Personal 
Account  of  S.  Simple  to  the  corresponding  Capital  Ac- 
count.    This   is   done  because  stockholders   do  not   have 
drawing  accounts  in  the  corporations  in  which  they  own 

*  A  liquidating  committee  often  takes  charge  of  such  dissolutions. 
The  intermediate  "Eealization  and  Liquidation"  Account  which 
should  be  employed  will  be  found  described  in  Chapter  XII. 
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stock,  and  so  the  debit  balance  in  question  is  not  accepted 
as  an  asset  by  The  Consolidated  Trading  Co.  The  entry  is 
a  very  simple  one : 

S.  Simple,  Capital $1,000.00 

To  S.  Simple,  Personal $1,000.00 

To  close  the  latter  account  iijto  the 

former. 

(2)  The  next  entry  results  in  the  distribution  of  the 
goodwill  created  by  the  sale  of  the  business  to  the  Consoli- 
dated Trading  Co.  It  amounts  to  $9,000.00,  the  difference 
between  the  price  paid  by  the  Consolidated  Trading  Co. 
($35,000.00)  and  the  net  capital  of  the  firm  ($26,000.00). 

As  we  have  already  learned  in  the  chapter  dealing  with 
partnership,  this  goodwill  must  be  regarded  as  a  business 
profit,  which,  in  the  absence  of  a  specific  agreement,  must  be 
divided  equally  among  the  partners.  The  following  entry 
accomplishes  the  desired  purpose: 

GoodwiU $9,000.00 

To  S.  Simple,  Capital $4,500.00 

B.  Bright,  Capital 4,500.00 

(3)  We  must  now  transfer  all  of  the  firm's  assets,  in- 
cluding the  newly  created  goodwill,  to  The  Consolidated 
Trading  Co.  Some  accountants  prefer  to  employ  the  title, 
"vendees,"  for  the  adjustment  account,  rather  than  the 
name  of  the  concern  acquiring  title,  but  as  nothing  is 
gained  by  this  arrangement,  we  shall  charge  The  Con- 
solidated Trading  Co.  with  the  assets  turned  over : 

The  Consolidated  Trading  Co $49,000.00 

To  Cash $6,400.00 

Accounts  Receivable 23,600.00 

Merchandise 8,000.00 

Fixtures 2,000.00 

Goodwill 9,000.00 

Transfer  of  all  our  assets,  including 

goodwill,  in  accordance  with  agreement 

between  The  Consolidated  Trading  Co. 

and  ourselves,  dated 

(4)  The  following  entry  is  made  because  the  vendees 
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have  assumed  the  outstanding  liabilities  of  the  partnership 
at  the  same  time  that  they  have  taken  over  its  assets: 

Accounts  Payable $4,000.00 

Mortgage  Payable 10,000.00 

To  The  Consolidated  Trading  Co . . .  $14,000 .  GO 

Assumption  of  our  liabilities  by  The 
ConsoUdated  Trading  Co.  in  accord- 
ance with  agreement  dated 

(5)  The  Consolidated  Trading  Co.  is  now  charged  with 
$49,000.00  and  credited  with  $14,000.00.  Accordingly,  they 
owe  ]\Iessrs.  Simple  and  Bright  the  sum  of  $35,000.00.  The 
Company  pays  in  full  by  giving  200  shares  of  its  preferred 
stock  and  150  shares  of  its  common  stock,  each  of  a  par 
value  of  $100.00.  The  following  entry  will  close  the  Com- 
pany's account  and  open  an  account  with  its  stock: 

The   Consolidated   Trading   Co.   Pre- 
ferred Stock $20,000.00 

The  ConsoUdated  Trading  Co.  Com- 
mon Stock 15,000.00 

To    The    ConsoUdated    Trading 

Company $35,000.00 

Received  in  full  payment,  the  follow- 
ing stock  of  The  ConsoUdated  Trading 
Co.,  as  per  agreement  dated 

200    shares    preferred,    par    value 

$100.00 
150     shares     common,     par     value 

$100.00 

(6)  The  final  step  in  the  process  of  closing  Messrs.  Sim- 
ple &  Bright 's  books  consists  in  the  equitable  distribution 
of  the  stock,  the  same  being  payment  for  the  interest  of 
S.  Simple  and  B.  Bright,  respectively,  in  the  business  trans- 
ferred to  the  vendees.  The  entry  to  close  the  remaining 
accounts  is: 

S.  Simple,  Capital $18,500.00 

B.  Bright,  Capital 16,500.00 

To  The  Consolidated  Trading  Co. 

Preferred  Stock $20,000.00 

The  Consolidated  Trading  Co. 
Common  Stock 15,000.00 
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Distribution  of  the  stock  of  The  Con- 
solidated Trading  Co.  as  follows: 
S.  Simple,  105  5/7  shares  preferred 

and  79  2/7  shares  common 
B.  Bright,  94  2/7  shares  preferred 

and  70  5/7  shares  common 

(C)  To  open  the  books  of  The  Consolidated  Trading 
Co.: 

(1)  We  shall  disregard  the  various  legal  requirements, 
just  as  we  did  in  cases  (A)  and  (B),  assuming  that  they 
have  all  been  met.  The  first  entry  is  to  show  the  author- 
ized issue,  together  with  the  preliminary  subscriptions: 

Subscriptions    to    Preferred    Capital 

Stock.  . : $45,000.00 

Subscriptions     to     Common     Capital 

Stock 40,000.00 

Unsubscribed  Preferred  Capital  Stock .      5,000.00 

Unsubscribed  Common  Capital  Stock .    10,000 .  00 

To  Preferred  Capital  S  tock $50,000 .  00 

Common  Capital  Stock 50,000 .  00 

Subscribers: 

Original  Trading  Co.,  150  shares  pre- 
ferred, 150  shares  common 

Simple  &  Bright,  200  shares  pre- 
ferred, 150  shares  common 

"Others,"  100  shares  preferred,  100 
shares  common 

(2)  It  is  now  necessary  to  show  the  payment  or  cancel- 
lation of  subscriptions.  The  only  payments  given  are  those 
by  the  two  concerns  whose  books  were  previously  closed. 
In  each  case,  the  difference  between  the  assets  acquired  and 
the  liabilities  assumed  will  exactly  correspond  to  the 
amount  of  subscriptions.  It  should  be  noticed  that  instead 
of  listing  the  assets  and  liabilities  separately,  they  are 
grouped,  in  each  instance  for  the  sake  of  compactness  and 
simplicity.  Subsequently,  in  3  (a)  and  3  (&),  they  are 
analyzed  so  as  to  get  the  separate  items  upon  the  books. 

(a)  Entry  to  cancel  subscription  of  Original  Trading 
Co.: 
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Sundry  Asseto  of  The  Original  Trading 

Co $53,000.00 

To  Sundry  Liabilities  of  The  Original 

Trading  Co 23,000.00 

Subscriptions  to  Preferred  Capi-' 

tal  Stock 15,000.00 

Subscriptions  to  Common  Capi- 
tal Stock 15,000.00 

The  business  of  The  Original  Trading 
Co.  acquired  as  per  agreement  dated 
See  Minute  Book,  page 


(&)     Entry  to  cancel  subscriptions  of  Simple  &  Bright: 

Sundry  Assets  of  Simple  &  Bright $49,000 .  00 

To  Sundry  LiabiUties  of  Simple  & 

Bright $14,000.00 

Subscriptions  to  Preferred  Capi- 
tal Stock ,         20,000.00 

Subscriptions  to  Common  Capital 

Stock 15,000.00 

The  business  of  Simple  &  Bright  ac- 
quired as  per  agreement  dated 

See  Minute  Book,  page 

(3)  The  last  step  required  to  complete  the  opening  of 
the  books  is  to  analyze  the  composite  "Sundry"  Accounts 
into  their  elements. 

(a)  Entry  to  list  assets  and  liabilities  of  The  Original 
Trading  Co.  and  to  close  the  Sundry  Accounts: 

Cash $5,800.00 

Notes  Receivable 20,000.00 

Accounts  Receivable 16,300 .  00 

Merchandise 4,500.00 

Fixtures 1,400.00 

Goodwill 5,000.00 

To  Sundry  Assets  of  The  Original 

Trading  Co $53^000.00 

To  close  the  latter  account  and  to 
enter  the  assets  acquired  from  The  Ori- 
ginal Trading  Co. 

Sundry  LiabiUties  of  The  Original  Trad- 
ing Co $23,000.00 

To  Notes  Payable $15,000.00 

Accounts  Payable 8,000.00 

To  close  the  former  account  and  to 
enter  the  liabilities  of  The  Original 
Trading  Co.,  assumed  by  us. 
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(&)     Entry  to  list  assets  and  liabilities  of  Simple  & 
Bright,  and  to  close  the  remaining  Sundry  accounts: 

Cash $6,400.00 

Accounts  Receivable 23,600 .  00 

Merchandise 8,000.00 

Fixtures 2,000.00 

Goodwill 9,000.00 

To  Sundry  Assets  of  Simple  &  Bright.  $49,000 .  00 

To  close  the  latter  account  and  to  en- 
ter the  assets  acquired  from  Simple  & 
Bright. 

Sundry  LiabiUties  of  Simple  &  Bright .  .  $14,000 .  00 

To  Accounts  Payable $4,000 .  00 

Mortgage  Payable 10,000 .  00 

To  close  the  former  account  and  to 
enter  the  Uabilities  of  Simple  &  Bright, 
assumed  by  us. 

(D)     The  Balance  Sheet  of  the  Consolidated  Trading 
Co.  is  now  shown: 

Balance  Sheet  of  the  Consolidated  Trading  Company 

(Date) 
Assets  Liauilitibs 


Cash $12,200.00 

Notes  Receivable .  . .  20,000 .  00 

Accts.  Receivable . . .  39,900 .  00 
Subs,  to  Pfd.   Cap. 

Stock 10,000.00 

Subs,  to  Com.  Cap. 

Stock 10,000.00 

Merchandise 12,500 .  00 

Fixtures 3,400.00 

GoodwiU 14,000.00 


$122,000.00 


Notes  Payable $15,000 .  00 

Accts.  Payable 12,000 .  00 

Mortgage  Payable . . .      10,000 .  00 


Capital 
Pfd.  Stk. 

Auth...  $50,000.00 
Unsubsbd.     5,000.00 


$37,000.00 


Com.  Stk. 

Auth...  $50,000.00 
Unsubsbd.   10,000.00 


45,000.00 


40,000.00 
$122,000.00 


It  is  usual  to  draw  up  such  a  Balance  Sheet  after  open- 
ing a  set  of  books  for  two  reasons:  (a)  To  prove  that  the 
books  are  in  balance,  and   (&)   to  disclose  the  condition 
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of  the  business  at  commencement.  The  Balance  Sheet 
presented  on  page  153  was  obtained  by  (1)  opening  the 
Ledger  accounts  indicated  by  the  Journal  entries,  and  (2) 
preparing  a  Trial  Balance  from  these  Ledger  accounts. 
It  is  of  course  possible,  though  not  desirable,  except  at  ex- 
aminations where  speed  is  the  essential  element,  to  omit 
steps  (1)   and   (2). 

Summary 

Unlike  a  partnership,  a  corporation  must  obtain  official 
sanction  to  organize.  The  application  is  addressed  to  a 
designated  state  officer,  who,  if  he  approves  of  it,  issues  a 
charter  or  a  certificate  of  incorporation.  There  are  various 
reasons  justifying  the  modem  popularity  of  the  corporate 
form  of  organization.  Some  of  these  have  been  referred 
to;  these,  together  with  other  features,  will  be  found  in 
the  following  summary: 

Partnerships  and  Corporations  Compared 


Topic- 

In  Partnerships 

In  Corporations 

Membership 

Two  or  more  competent 
parties. 

At  least  three  competent 
parties,  with  residence 
specification,  etc. 

Establishment 

Voluntary  agreement. 

Must  obtain  official  sanc- 
tion. 

Capital 

No  limitation. 

Usually  a  minimum  limit. 

Changes  in  Cap- 
ital 

No  legal  restrictions. 

Only  by  express  permis- 
sion from  state  officials. 

Books  kept 

No  stipulation  in  most 
states. 

Some  books  specifically 
ordered  to  be  kept. 

Reports 

None. 

In  some  states  annual  re- 
ports. The  U.  S.  Cor- 
poration Tax  Act,  of 
August  5,  1909,  re- 
quires annual  reports 
for  purposes  of  taxa- 
tion, etc. 
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Partnerships  and  Corporations  Compared — (continued) 


Topic 

In  Partnerships 

In  Corporations 

Liability 

Unlimited  (practically) 

Limited  (usually)  by 
amount  of  fully  paid 
subscriptions,  except  in 
institutions  like  banks 
where  there  is  a  double 
liability. 

Distribution    of 
profits 

As  per  agreement,  or,  in 
absence  of  agreement, 
equally. 

Only  upon  action  of 
board  of  directors  who 
declare  dividends. 

Dissolution 

Voluntarily  or  by  agree- 
ment. (Also  death  or  in- 
solvency of  a  partner.) 

Upon  vote  of  stockhold- 
ers, after  obtaining  per- 
mission from  state. 

In  the  accounting  proper,  the  student  has  been  intro- 
duced to  a  number  of  features  not  employed  previously. 
Auxiliary  books  to  record  subscriptions,  transfers,  install- 
ments and  dividends  have  been  discussed.  New  accounts, 
also,  have  been  employed.  Capital  Stock  Account  has  been 
found  to  take  the  place  of  the  Proprietor's  Accounts  with 
which  we  had  become  familiar.  Unsubscribed  Stock  and 
Treasury  Stock  were  two  of  the  new  terms  involved.  And, 
finally,  the  problem  of  the  distribution  of  profits  was  found 
to  involve  questions  not  previously  before  us. 

EXERCISES 

Group  One 

1.  What  is  a  corporation? 

2.  Differentiate  between   common   stock   and   preferred 

stock. 

3.  What  is  the  relation  between  the  Capital  Stock  Ac- 

count of  the  General  Ledger  and  the  Stockholders' 
Ledger  or  Stock  Ledger? 

4.  Differentiate  between  Unsubscribed  Stock,  Unissued 

Stock,  and  Treasury  Stock. 
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5.  What  are  meant  by  dividends?    Who  is  entitled  to 

dividends?  What  is  the  difference  between  the  ap- 
portionment of  profits  among  the  members  of  a  firm 
and  the  voting  of  dividends  by  the  board  of  direc- 
tors of  a  corporation? 

6.  Mention  three  important  privileges  enjoyed  by  a  cor- 

poration which  are  denied  partnerships. 

7.  Mention  two  restrictive  features  applied  to  corpora- 

tions which  are  absent  in  the  case  of  partnerships. 

8.  Outline  the  steps  necessary  to  incorporate  an  indus- 

trial concern  in  your  state. 

Group  Two 

1.  A  corporation  is  organized  under  the  laws  of  the  state 
of  New  York,  with  an  authorized  capitalization  of 
$1,000,000.00  divided  into  shares  of  the  par  value 
of  $100.00. 

(a)  Formulate  entries,  if  all  the  stock  is  sub- 
scribed for  and  paid  in  cash. 

(&)  If  all  is  subscribed  for,  and  the  subscrip- 
tion agreement  calls  for  payment  in  four  equal 
quarterly  installments,  and  the  same  are  paid 
accordingly. 

(c)  If  the  stock  is  all  subscribed  for  at  $90.00 
per  share. 

{d)     Combine  (c)  and  (a)  above. 

(e)  It  is  now  found  that  the  company  has  not 
sufficient  working  capital,  so  the  stockholders 
agree  to  make  a  pro  rata  donation  to  the 
treasury  of  the  company  of  5  per  cent  of  their 
individual  holdings. 

(/)  One-half  of  the  stock  contributed  is  sold 
at  par ;  the  balance  at  $90.00. 

{g)  Instead  of  (a),  if  only  80  per  cent,  had 
been  subscribed  for? 
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2.  "What  would  be  the  entry  if  the  corporation  referred 

to  in  question  1  issued  first  mortgage  bonds,  a  first 
lien  on  all  their  property,  to  the  amount  of  $50,- 
000.00  and  floated  them  at  par? 

3.  Assuming     that     the     underwriting     expenses     had 

amounted  to  $5,000.00,  what  would  be  the  entry? 

4.  If  the  capital  stock  were  to  be  increased  to  $2,000,- 

000.00,  what  entry,  if  any,  would  be  made  at  the 
time  of  authorization  ?    At  the  time  of  subscription  ? 

5.  If,  in  (a)  of  question  1,  the  authorized  capitalization 

had  been  for  25  per  cent,  preferred  stock  and  75 
per  cent,  common  stock,  what  would  be  the  entry? 

6.  The  New  Manufacturing  Co.  is  organized  under  the 

laws  of  the  State  of  New  York,  with  an  authorized 
capital    of    $1,000,000.00    divided    into    shares    of 
$100.00,  each.    The  board  of  directors  has  regularly 
decided  to  issue  $450,000.00  of  stock  for  the  busi- 
ness of  A.  and  F.,  and  $500,000.00  for  that  of  the 
Old  Manufacturing   Co.,   a   corporation   organized 
under  New  York  laws.     Following  is  the  accepted 
Balance  Sheet  of  A.  &  F.  at  the  date  of  purchase: 
Assets:    cash,  $5,000.00;  notes  receivable,  $210,- 
000.00;  accounts  receivable,  $140,000.00;  plant 
and  machinery,  $200,000.00 ;  A.  's  Drawing  Ac- 
count,   $1,000.00;    liabilities:    notes    payable, 
$100,000.00;  accounts  payable,  $56,000.00;  A.'s 
Capital    Account,    $250,000.00;    F.'s    Capital 
Account,  $150,000.00. 

The  accepted  Balance  Sheet  of  the  Old  Manufacturing 
Co.  is  as  follows: 

Assets:  cash,  $50,000.00;  notes  receivable,  $100,- 
000.00;  accounts  receivable,  $200,000.00;  plant 
and  machinery,  $150,000.00;  goodwill,  $100,- 
000.00;   liabilities:  notes  payable,  $50,000.00; 
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mortgage  payable,  $100,000.00;  capital  stock, 
$450,000.00. 

(a)     Make  closing  entries  in  books  of  A.  &  F. 

(6)  Make  opening  entries  in  books  of  New 
Manufacturing  Co. 

(c)  Prepare  Balance  Sheet  of  New  Manufac- 
turing Co. 

7.  A  corporation  has  an  authorized  capital  of  $100,000.00, 

of  which  80%   has  been  issued.     The  Profit  and 
Loss  Account  shows' a  net  profit  of  $18,000.00.    The 
Board  of  Directors  declares  a  dividend  of  10%. 
(a)     Show  entries  for  the  declaration  of  divi- 
dends and  to  close  the  Profit  and  Loss  Account. 
(&)     Show  entry  when  L.  M.  Rich,  the  owner  of 
sixteen  shares  of  stock,  is  paid  his  dividend  by 
check. 

8.  Suppose  that  the  partnership  of  F.  and  G.  (example 

8,  page  112)  were  changed  to  a  corporation  under 
the  laws  of  the  State  of  New  York,  on  February 
1,  1913,  with  an  authorized  capital  of  $50,000.00, 
divided  into  shares  of  $100.00  each. 

(a)  If  all  of  the  stock  had  been  distributed  to 
Messrs.  F.  &  G.,  show  the  entries  to  close  the 
partnership  books  and  to  open  the  corpora- 
tion books. 
(6)  If  only  $40,000.00  of  stock  had  been  given 
to  Messrs.  F.  and  G.,  show  the  corresponding 
entries  in  the  old  and  in  the  new  books, 
(c)  If  only  $30,000.00  of  stock  had  been  so 
given  to  Messrs.  F.  and  G.,  required,  the  cor- 
responding entries. 

9.  L.  E.  Smythe   (example  1,  page  83),  incorporates  a 

company  with  a  Capital  Stock  of  $10,000.00,  of 
which  he  takes  $8,000.00  in  full  payment  of  his 
business.     He  secures  outside  subscriptions  to  $1,- 
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500.00  of  the  remaining  stock,  and  this  amount  is 
paid  in  cash. 

(a)     Eequired,    the    entries    to    close    the    old 

books. 
(&)     Eequired,  the  entries  to  open  the  new  books. 
(Introduce  modem  labor-saving  devices.) 
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CHAPTER  VII 

BALANCE  SHEETS  AND  TRADING  AND  PEOFIT  AND  LOSS 
STATEMENTS 

A. — The  Balance  Sheet 

We  know  that,  after  completing  posting,  a  Trial  Bal- 
ance is  taken  so  as  to  prove  the  existence  of  an  equilibrium 
between  debits  and  credits.  "We  know,  too,  that  this  ab- 
stract of  the  balances  of  all  the  accounts  is  not  a  con- 
clusive test  of  posting  correctness,  but  nevertheless  it  is 
employed  as  a  sort  of  negative  check.  It  is  a  negative 
cheek  in  the  sense  that,  in  the  absence  of  the  equality  shown 
by  a  Trial  Balance,  an  error  is  known  to  exist.  But,  at 
best,  the  Trial  Balance  is  only  a  basis  for  more  important 
business  Statements.  Among  these  final  Statements,  we 
shall  select  the  one  known  as  the  Balance  Sheet  for  im- 
mediate discussion. 

Bookkeepers  are  familiar  with  the  Balance  Sheet  as; 
the  Statement  of  Resources  and  Liabilities  or  as  the  State- ' 
ment  of  Assets  and  Liabilities.  Let  us  now  see  just  what 
the  Balance  Sheet  really  is.  The  reader  has  already  been 
told  that  it  consists  of  a  list  of  all  the  assets  of  the  busi- 
ness arranged  in  one  column  and  that  this  list  is  set  oppo- 
site another  column  containing  all  the  liabilities  of  the- 
business  and  the  proprietorship  balances.  The  total  of  the 
first  column  is  exactly  equal  to  the  total  of  the  second,  be- 
cause assets  minus  liabilities  give  capital,  while  capital  is 
equivalent  to  the  proprietorship  balances,  as  we  shall  see 
again  later.  The  question  now  before  us  is,  why  should 
the  statement  or  exhibit  Ave  are  discussing  be  called  a  Bal- 
ance Sheet  ?    "We  shall  now  proceed  to  find  an  answer 
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It  is  customary  to  close  all  accounts  showing  either  a 
profit  or  a  loss, — the  nominal  accounts, — into  a  summary 
account  called  either  Loss  and  Gain  or  Profit  and  Loss. 
This  Profit  and  Loss  Account  contains,  in  various  arrange- 
ments as  we  shall  see  elsewhere,  the  expenses  and  losses 
on  the  debit  side  and  the  gains  and  proceeds  on  the  other. 
The  final  balance  is  called  net  profit.  We  have  already 
seen  that  this  net  profit  is  eventually  distributed,  so  that 
the  Profit  and  Loss  account  is  itself  closed.  At  this  time 
no  Nominal  Accounts  are  open  on  the  books.  Accordingly, , 
only  Real  and  Personal  Accounts  exist,  or  Real,  Personal, 
and,  as  some  would  say,  Capital  or  Proprietary  Accounts. 
If  a  Trial  Balance  were  to  be  taken  at  this  point,  the 
books  would  be  in  balance.  A  proper  arrangement  of  the 
balances  would  result  in  the  establishment  of  a  Balance 
Sheet.  Thus  a  definition  of  the  Balance  Sheet  might  be: 
"A  Trial  Balance  of  all  the  balances  of  all  the  accounts 
after  closing  the  books."  With  some  slight  modifications 
incorporated,  the  definition  would  be  an  acceptable  one : — 
A  systematic  arrangement  of  the  balances  of  a  double 
entry  set  of  books  immediately  after  closing  the  books. 
The  reason  for  the  inclusion  of  the  term  systematic  will 
soon  be  made  clear. 

We  must  also  clearly  distinguish  between  a  Statement 
of  Assets  and  Liabilities  and  a  Balance  Sheet.  And  this 
is  so  notwithstanding  the  fact  that  it  is  impossible  to  tell 
one  from  the  other  when  presented  to  us.  What  is  the 
real  difference  then?  The  statement  may  be  prepared 
from  Single  Entry  books  as  well  as  from  Double  Entry 
ones;  in  fact,  it  may  be  prepared  from  sources  quite  out- 
side the  books  entirely.  All  that  is  required  is  the  possibil- 
ity that  the  information  necessary  to  establish  the  items  of 
assets  and  liabilities  be  available  somewhere.  The  Balance 
Sheet,  on  the  other  hand,  is  prepared  from  Double  Entry 
books  only,  and  from  such  books  when  "closed"  and  ''in 
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balance."  As  was  stated  in  an  earlier  paragraph,  it  is 
compiled  from  such  books  after  the  Nominal  Accounts  have 
been  closed,  by  arranging  the  remaining  balances,  which 
in  their  entirety  reveal  the  condition  of  the  business  at  a 
particular  moment  of  time,  in  a  systematic  way.  More 
about  this  systematic  way  shall  be  presented  at  once. 

Arrangement  of  the  Balance  Sheet. — A  simple  ex- 
ample will  serve  as  an  introduction  to  the  subject  matter 
of  the  present  division.  If  you  were  invited  to  become 
a  partner  in  the  business  of  either  Mr.  Black  or  Mr.  Brown, 
upon  the  payment  of  $5,000.00,  and  your  decision  was  to 
be  based  entirely  upon  their  respective  Balance  Sheets,  how 
could  you  choose?    The  Balance  Sheets  follow: 


Balance  Sheet  of  B.  B.  Black 

April  1,  1913 


Real  Estate $2,500.00 

Cash 1,200.00 

Accounts  Receivable.  2,000.00 

Merchandise 3,000 .  00 

Machinery 9,000.00 

$17,700.00 


Notes  Payable .  . . 
Accounts  Payable . 
B.  B.  Black,  Cap. 


$4,500.00 
8,200.00 
5,000.00 


$17,700.00 


Balance  Sheet  of  C.  C.  Brown 

April  1,  1913 


Accounts  Receivable .  $4,300 .  00 

Cash 6,200.00 

Merchandise 3,000 .  00 

Notes  Receivable 5,000 .  00 

Machinery 6,000.00 

$24,500.00 


Notes  Payable $3,000 .  00 

Accounts  Payable 1 1,500 .  00 

Mtge.  Payable  (1915) .  5,000 .  00 

C.  C.  Brown,  Cap 5,000 .  00 


$24,500.00 


Upon  the  assumption  that  the  items  included  in  each  of 
the  Balance  Sheets  are  correct,  it  is  readily  seen  that  the 
net  capital  of  each  business  is  $5,000.00.  Thus  far  you 
are  not  in  a  position  to  choose.     But  a  rearrangement  of 
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the  items,  so  as  to  reveal  what  assets  are  available  to  meet 
liabilities  soon  due,  may  throw  some  needed  light  upon 
the  problem.  Calling  those  assets  which  are  soon  or  cur- 
rently due  current  assets,  and  the  corresponding  liabil- 
ities current  liabilities,  the  Balance  Sheets,  when  recast, 
become : 

Balance  Sheet  of  B.  B.  Black 

Apeil  1,  1913 


Current  Assets  : 

Cash $1,200.00 

Accounts  Receivable .      2,000 .  00 


$3,200.00 
Other  Assets: 

Merchandise 3,000 .  00 

Real  Estate 2,500 .  00 

Machinery 9,000.00 


$17,700.00 


Current  Liabilities: 

Notes  Payable $4,500 .  00 

Accounts  Payable 8,200 .  00 

$12,700.00 

B.  B.  Black,  Cap 5,000 .  00 


$17,700.00 


Balance  Sheet  of  C.  C.  Brown 

April  1,  1913 


CuBBENT  Assets: 

Cash $6,200.00 

Notes  Receivable ....      5,000 .  00 
Accounts  Receivable .      4 ,  300 .  00 


$15,500.00 
Other  Assets. 

Merchandise 3,000 .  00 

Machinery 6,000.00 


$24,500.00 


Current  Liabilities 

Notes  Payable $3,00  ^ .  00 

Accounts  Payable 1 1,500 .  00 


Other  Liabilities: 
Mtge.Payable(1915) 


$14,500.00 
5,000.00 


C.  C.  Brown,  Cap . 


$19,500.00 
5.000.00 

$24,500.00 


We  can  see  now  that  Mr.  Black  has  only  $3,200.00  with 
which  to  meet  liabilities  aggregating  $12,700.00.     If  you 
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•  were  to  invest  $5,000.00  in  his  business,  there  still  would 
be  not  nearly  enough  in  quick  funds  to  meet  the  immedi- 
ate liabilities.  It  is  of  course  out  of  the  question  to  expect 
the  real  estate  or  the  machinery  to  help  pay  off  the  debts, 
because,  were  these  assets  disposed  of,  the  business  would 
have  to  be  discontinued. 

Let  us  now  inspect  Mr.  Brown's  Balance  Sheet  in  a 
similar  way.  His  current  assets  could  be  employed  to 
cancel  his  current  liabilities,  leaving  a  working  balance 
of  $1,000.00.  Your  investment  of  $5,000.00  would  increase 
this  balance  to  $6,000.00,  a  very  healthy  condition  for  such 
a,  small  firm. 

]\Iany  other  questions  would  have  to  be  answered  before 
we  could  give  an  absolutely  correct  answer,  but  we  have 
seen  enough  to  arouse  some  doubt  as  to  the  financial  sound- 
ness of  IMr.  Black's  business.  On  the  other  hand,  though 
an  examination  of  the  Final  Statements  should  be  made  to 
show  whether  the  business  is  running  on  a  down  grade  or 
on  an  up  grade,  and  though  other  lines  of  inquiry  to  be 
presented  in  the  chapter  on  auditing  are  in  order,  we  feel 
fairly  safe  in  concluding  that  Mr.  Brown's  business  is  the 
better  proposition  of  the  two.  Obviously  we  are  not  in  a 
position  to  give  an  unqualified  opinion. 

We  thus  see  that  the  function  of  a  modem  Balance 
Sheet  is  not  alone  to  contrast  the  total  of  the  assets  with 
the  total  of  the  liabilities  so  as  to  show  the  amount  of 
capital,  but  also  to  segregate  the  various  items  so  as  to 
give  a  maximum  of  information  regarding  the  condition  of 
a  business.  In  the  furtherance  of  this  aim,  assets  and 
liabilities  are  further  subdivided.  We  shall  now  proceed 
to  a  somewhat  detailed  discussion  of  the  arrangement  of 
items  in  a  modem  Balance  Sheet. 

AVith  the  first  division  we  are  already  familiar.  On 
the  asset  side,  the  items  are  referred  to  as  current,  quick, 
liquid  or  immediate  assets.      Correspondingly,    the    first 
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group  of  liabilities  is  known  as  current,  quick,  liquid  or 
immediate  liabilities.  The  assets  are  usually  arranged  in 
the  time  order  of  their  convertibility  into  cash,  namely, 
cash,  notes  receivable,  accounts  receivable.  The  liabil- 
ities are  similarly  arranged  in  the  order  of  their  maturity, 
namely,  notes  payable,  accounts  payable. 

The  next  group  of  assets  is  referred  to  as  deferred 
assets  or  deferred  charges.  In  elementary  bookkeeping 
they  are  known  as  expense  inventories.  They  consist  of 
expense  items  not  yet  consumed  or  used  up.  For  example, 
if  a  plant  has  been  insured  at  the  beginning  of  the  year 
for  a  period  of  three  years,  the  Balance  Sheet  iit  the  end 
of  the  first  year  should  show  two-thirds  of  the  premium  as 
a  deferred  asset.  Prepaid  rent  and  advertising  paid  in 
advance  are  other  illustrations. 

Deferred  liabilities,  the  second  group  of  liability  items, 
correspond  to  the  assets  just  discussed.  In  general,  they 
consist  of  expense  items  incurred,  but  not  paid  because 
not  yet  due.  For  instance,  the  Balance  Sheet  on  December 
31st  should  include  among  the  deferred  liabilities  two 
months'  interest  on  a  mortgage  bearing  semi-annual  in- 
terest, payable  May  1st  and  November  1st.  Similarly,  such 
items  as  wages  earned  but  not  yet  due,  taxes  (unless  paid 
in  advance)  estimated  because  no  bill  is  rendered  until, 
say,  February,  and  other  such  items,  should  be  included 
under  the  caption  in  question. 

The  third  group  of  assets,  to  which  there  are  no  cor- 
responding liabilities,  is  called  trade  assets.  This  division 
includes  such  items  as  merchandise  ready  for  sale,  goods  in 
process,  and  raw  materials. 

Fixed  assets  and  fixed  liabilities  are  the  fourth  and 
third  groups,  respectively,  which  correspond  to  each  other. 
Fixed  assets,  sometimes  called  permanent  or  passive  assets, 
consist  of  such  items  as  machinery,  tools,  and  real  estate 
employed  for  business  purposes.    Fixed  liabilities  are  debts 
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which  the  business  will  not  be  called  upon  to  pay  for  a 
long  time.  The  stock  examples  are  long  term  bonds  and 
mortgages. 

Both  the  definitions  and  the  arrangement  described  are 
subject  to  criticism.  For  instance,  there  are  no  such  things 
as  fixed  and  permanent  properties.  As  Professor  Hat- 
field and  others  well  point  out,  the  forces  of  nature  are 
continually  at  work  to  prove  the  lack  of  permanence  of 
all  earthly  things.  The  terminology  employed  is  an  at- 
tempt to  point  out  the  difference  between  properties  ac- 
quired for  long  use  and  those  which  constantly  change, — 
the  "circulating"  assets.  In  an  analogous  way,  there  is 
detected  a  distinct  difference  between  the  circulating  liabil- 
ities and  the  fixed  ones. 

The  arrangement  described  is  weak  when  function  or 
purpose  is  the  sole  test.  This  is  clearly  seen  when  we 
consider  such  items  as  merchandise  ready  for  sale.  James 
G.  Cannon,  an  authority  on  bank  credit  departments, 
is  justified  in  including  this  item  among  the  current  assets 
on  the  ground  that  it  represents  property  often  more  easily 
and  quickly  convertible  into  cash  than  accounts  receiv- 
able. In  a  similar  way  we  might  sometimes  criticise  the  in- 
clusion of  bonds  payable  in  less  than  a  year  among  the 
fixed  liabilities.  The  important  thing  for  the  student  to 
remember  is  that  our  subject  is  a  growing  one,  that  ac- 
countants adapt  their  reports  to  the  needs  of  a  given  situ- 
ation, and  that  as  yet  there  is  no  finality  of  form.  And 
though  lack  of  uniformity  may  be  embarrassing  to  the  be- 
ginner, at  the  same  time  it  should  be  a  stimulant,  for  it 
holds  out  to  him  the  opportunity  of  aiding  in  the  improve- 
ment and  development  of  a  field  worthy  of  one's  best  ef- 
forts. 

A  Problem  Solved. — It  is  now  proposed  to  solve  a  prob- 
lem involving  the  points  discussed.    Let  us  prepare  a  Bal- 
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ance  Sheet  from  the  following  Trial  Balance  and  other 
data : 

Trial  Balance  of  the  New  Co. 

December  31,  1913 


Capital  Stock 

15,000 

00 

Unsubscribed  Stock 

2,000 

00 

Merchandise  (1/1/13) 

5,500 

00 

Purchases 

28,300 

00 

Sales 

57,690 

00 

Sales  Returns 

4,900 

00 

Returned  Purchases 

1,500 

00 

Shipping  Expenses 

2,600 

00 

Accounts  Receivable 

14,200 

00 

Accounts  Payable 

7,800 

00 

Notes  Receivable 

8,000 

00 

Notes  Payable 

5,000 

00 

Real  Estate 

10,000 

00 

Advertising 

1,000 

00 

Real  Estate  Repairs 

875 

00 

Expense 

4,800 

00 

Salaries 

5,600 

00 

Cash 

4,300 

00 

Petty  Cash 

100 

00 

Discount  on  Sales 

460 

00 

Bank  Discount 

180 

00 

Discount  on  Purchases 

275 

00 

Salesmen's  Salaries 

2,000 

00 

Selling  Expenses 

800 

00 

Mortgage  Payable 

6,000 

00 

Interest  on  Mortgage 

150 

00 

Notes  Receivable  Discounted 

2,500 

00 

95,765 

00 

95,765 

00 

The  value  of  the  unsold  merchandise,  at  cost,  is  $2,460.00. 
Prepaid  advertising  is  worth  $400.00,  while  $600.00  has 
been  advanced  to  salesmen  and  charged  to  Salesmen's  Sal- 
aries Account.  One-half  week's  salary  is  accrued,  amount- 
ing to  $375.00,  and  the  interest  on  the  mortgage  to  date 
amounts  to  $100.00. 

Various  checking  devices  are  employed  by  accountants 
to  facilitate  the  preparation  of  final  Statements.    We  shall 
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employ  a  very  simple  one  as  a  preliminary  step.  It  con- 
sists of  marking  each  item  of  the  Trial  Balance  which 
is  to  be  used  in  the  preparation  of  the  Balance  Sheet.  The 
letter  "A"  may  be  used  to  indicate  assets,  '*L"  for  liabil- 
ities and  *'C"  for  capital  items.  "We  may  then  further 
subdivide  the  asset  and  liability  items  so  as  to  indicate 
the  sectionalizing  in  the  Balance  Sheet.  If  the  arrange- 
ment adopted  is  one  such  that  the  sequence  is  current, 
deferred,  trade  and  fixed,  current  assets  may  be  further 
segregated  by  adding  "1"  to  the  "A"  already  prefixed, 
current  liabilities  by  adding  "1"  to  the  "L,"  similarly, 
and  likewise  for  the  other  items.  Upon  the  completion 
of  the  labeling  process,  the  items  so  marked  will  be  the 
following : 

C  Capital  Stock 

C  Unsubscribed  Stock 

Al  Accounts  Receivable 

LI  Accounts  Payable 

Al  Notes  Receivable 

LI  Notes  Payable 

A4  Real  Estate 

Al  Cash 

Al  Petty  Cash 

L3  ]\Iortgage  Payable 

Al  Notes  Receivable  Discounted 

The  last  item  is  to  be  deducted  from  the  corresponding 
asset,  rather  than  shown  as  a  liability,  hence,  the  indicated 
labeling.  Among  the  inventory  items  merchandise  is 
marked  "A3,"  a  trade  asset.  Of  the  others,  the  first  two 
are  deferred  assets,  marked  accordingly  "A2,"  while  the 
last  two,  deferred  liabilities,  are  marked  "L2. "  The  ac- 
tual preparation  of  the  Balance  Sheet  is  now  compara- 
tively simple: 
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A  few  comments  are  in  order.  The  labeling  of  the 
assets  is  not  universal,  though  to  do  so  is  good  practice* 
for  the  beginner.  Accountants  who  do  not  name  the  sep- 
arate divisions  as  shown  above  nevertheless  often  divide 
the  items  as  shown,  but  omit  the  titles.^  In  this  con- 
nection, the  student  is  advised  to  consult  a  series  of  articles 
by  Mr.  H.  C.  Bentley,  C.  P.  A,,  on  Standardization  of  Ac- 
counting Forms  and  Methods  in  volume  thirteen  of  The 
Journal  of  Accountancy,  which  very  ably  treats  of  the 
lack  of  uniformity  in  accounting  forms. 

The  surplus  of  $5,285.00  is  obtained  by  deducting  the 
sum  of  the  liabilities  and  the  capital  ($19,275.00  'plus 
$13,000.00  =  $32,275.00)  from  the  total  assets  ($37,- 
560.00).  It  will  be  confirmed  by  the  Profit  and  Loss  State- 
ment soon  to  be  presented. 

B. — The  Profit  and  Loss  Statement 

Every  item  on  the  debit  side  of  the  Trial  Balance,  as 
the  student  should  know  from  his  previous  study,  rep- 
resents either  an  asset  or  a  loss  (cost).-  If,  then,  we  obtain 
the  total  of  all  the  items  on  the  debit  side  of  the  Trial 
Balance  not  already  marked  Al,  A2,  etc.,  and  to  this  sura 
add  the  deferred  liabilities,  we  obtain,  in  the  case  of  The 
New  Company,  the  sum  of  $57,640.00.  The  unlabeled 
credit  items,  gains  or  proceeds,  plus  the  deferred  assets, 
equal  $62,925.00.  The  difference  between  the  rough  total 
profit  and  equally  rough  total  loss  (proceeds  minus  costs) 
is  $5,285.00. 


*  There  is  a  growing  tender  ij  to  reverse  the  order  of  the  divi- 
sions. Accordingly,  the  fixed  assets  would  be  shown  first,  and  the 
current  assets  last;    similarly  for  the  capital  and  liabilities. 

*  Negative  debits,  like  Unsubscribed  Stock,  are  treated  as  credits. 
Negative  credits,  like  Notes  Eeceivable  Discounted,  are  handled  as 
debits. 
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If  the  object  of  a  Profit  and  Loss  Statement  were  to 
prove  the  difference  between  assets  and  liabilities  plus 
capital,  our  work  would  now  be  complete.  But  this  latter 
statement  has  a  more  useful  function  to  perform.  It  is 
to  be  so  arranged  as  to  disclose  the  sources  of  profits  and 
losses,  as  weU  as  the  net  result  of  operations.  Accordingly, 
it  is  necessary  to  separate  our  items  in  a  manner  somewhat 
analogous  to  the  division  shown  in  the  Ba:lance  Sheet.  Such 
a  statement  is  called  a  "Profit  and  Loss  Statement"  or  a 
"Trading  and  Profit  and  Loss  Statement." 

We  are  about  to  prepare  a  Trading  and  Profit  and 
Loss  Statement  consisting  of  three  divisions  or  sections, 
called  Trading  Section,  Administration  Section,  and  Profit 
and  Loss  Section,  respectively.  Though  there  is  as  great 
variation  in  the  contents  of  these  sections  as  there  is  in 
the  divisions  of  the  Balance  Sheet,  the  student  is  safe  in 
familiarizing  himself  with  at  least  three  generalizations: 

(a)  The  Trading  Section  contains  on  one  side  the 
cost  of  sales  and  on  the  other  side  the  proceeds  of  sales, 
so  that  the  difference  represents  the  "gross  profit  (or  loss) 
on  trading." 

(h)  The  Administration  Section  contains  the  expenses 
connected  with  the  general  office.  The  total  of  such  ex- 
penses is  deducted  from  the  gross  profit  on  trading,  re- 
sulting in  "gross  business  profit." 

,  (c)  The  Profit  and  Loss  Section  contains  items  not 
directly  chargeable  or  creditable  to  other  sections.  These, 
in  connection  with  the  gross  business  profit,  establish  the 
*'net  profit"  or  "net  loss." 

What  has  just  been  said  would,  logically,  better  fol- 
low than  precede  the  Statement  about  to  be  presented. 
The  student  should  reread  and  study  the  above  generaliza- 
tions in  connection  with  the  Statement.  Assuming  that 
the  items  of  the  Trial  Balance  have  been  marked  so  as 
to  facilitate  sectionalizing,  we  obtain: 
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Trading  and  Profit  and  Loss  Statement  of  the  New  Company 

rob  the  period  ending  december  31,  1913 

Trading  Section 


Md«e.  Inventory  1/1/13 $5,500.00 

Purchases $28,300.00 

Less  Returned  Pur.  1,500.00   26,800.00 


$32,300.00 
2,460.00 


Less  Inventory,  12/31/13. 


(Turnover) $29,840.00 

Shipping  Expenses 2,600.00 

Advertising $1,000.00 

Less  UDConsumed       400.00         600.00 


Salesmen's  Salaries   $2,000 .  00 
Less  prepaid ..  .         600.00      1,400.00 


Selling  Expenses. 


800.00 


$35,240.00 
Oroaa  Profit  on   Trading,  car- 
ried to  Administration  Sec- 
tion     17,090.00 


$52,330.00 


Sales $57,690.00 

Less  Sales  Returns  $4,900 .  00 

Disct.  on  Sales..       460.00     5,360.00 


Net  Sales 


$52,330.00 


$52,330.00 


Administration  Section 


Real  Estate  Repairs  (Office) . .  $875 .  00 

Expense 4,800.00 

Salaries $5,600.00 

Accrued 375.00  5,975.00 


Gross  Business  Profit,  carried 
to  Profit  and  Loss  Section . , 


$11,650.00 
5,440.00 


$17,090.00 


Gross  Profit  on  Trading, 
brought  down  from  Trading 
Section $17,090.00 


$17,090.00 


Profit  and  Loss  Section 


Bank  Discount    $180.00 

Gross  Business  Profit,  brought 
down  from  Administration 
Section 

Discount  on  Purchases 

. 

Interest  on  Mortgage .  $150 .  00 

Accrued 100.00        250.00 

$5,440.00 
27.5.00 

$430.00 
Net  business  Profit 5,285.00 

$5,715.00 

$5,715.00 

$5,715.00 

In  ad(3ition  to  the  preliminary  remarks  regarding  the 
above  statement,  a  few  additional  comments  may  be 
helpful : 

(a)     Note  that,  unlike  in  the  Ledger  Accounts,  offset- 
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ting  items  are  deducted  rather  than  added  to  the  opposite 
side.  Thus,  the  inventory  of  merchandise  now  on  hand  is 
subtracted  from  the  total  of  net  purchases  and  amount  on 
, hand  at  the  beginning  of  the  year;  similarly,  return  sales 
and  discount  on  sales  are  deducted  from  the  gross  amount 
of  the  year's  sales  so  as  to  obtain  net  sales.  Such  de- 
ductions are  a  distinguishing  feature  of  statements  as  com- 
pared with  the  corresponding  ledger  accounts,  soon  to  be 
studied. 

( & )  English  accountants,  and,  to  a  much  more  limited 
extent,  American  practitioners,  have  emphasized  the  re- 
sult called  "turnover"  in  the  Trading  Section.  It  may  be 
defined  as  the  first  or  prime  cost  of  goods  sold.  For  ex- 
ample, in  a  new  concern  it  would  represent  the  amount  of 
net  purchases  less  the  inventory  at  the  end  of  the  period. 
If  freight  charges  were  paid  upon  receipt  of  goods,  so- 
called  "freight  inward"  or  "freight  in,"  the  total  of 
such  charges  would  increase  the  amount  of  the  turnover. 
The  practical  value  of  this  figure  is  statistical,  that  is, 
it  serves  as  a  useful  percentage  basis  in  determining  rela- 
tive selling  efficiency,  as  will  be  elaborated  in  Chapter  IX. 

(c)  The  deductions  from  advertising  and  from  sales- 
men's salaries  need  very  little  explanation.  It  should  be 
noted  in  passing,  however,  that  all  legitimate  inventory  or 
adjustment  items  appear  in  both  the  Balance  Sheet  and 
the  Profit  and  Loss  Statement,  while  Trial  Balance  items 
appear  in  only  one  or  the  other  of  these  final  exhibits. 

{d)  Students  taking  examinations  are  confronted  with 
difficulties  which  may  be  overcome  much  more  easily  in 
actual  practice.  Let  us  consider  real  estate  repairs  as  an 
illustration.  We  must  decide  whether  to  include  this  cost 
among  trading  expenses  or  among  administration  ex- 
penses. If  we  had  access  to  the  books  and  vouchers,  it 
would  be  an  easy  matter  to  learn  whether  the  repairs  were 
made  to  the  warehouse  or  showroom  buildings,  or  to  the. 
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general  oflSce  building,  or  in  what  proportion,  so  that  we 
could  decide  upon  the  proper  section  in  which  to  include 
the  items  in  question.  Though  in  advanced  work  it  is 
customary  to  make  arbitrary  divisions  between  sections  in 
such  cases,  it  was  here  assumed  that  it  was  the  ofiBce  build- 
ing which  had  undergone  repairs,  and,  accordingly,  the 
item  was  charged  to  cost  of  administration.  Trading  and 
administration  sections  are  frequently  combined. 

(e)  The  observing  student  will  probably  be  surprised 
to  find  that  Discount  on  Purchases  is  treated  as  a  gain  in 
the  Profit  and  Loss  Section  rather  than  subtracted  from 
the  purchases  in  the  Trading  Section,  similar  to  the  de- 
duction from  sales.  The  procedure  shown  is  good  prac- 
tice, however,  because  of  two  reasons : 

1.  The  fact  that  purchase  invoices  were  discounted  was 
due  to  the  fact  that  sufficient  cash  was  on  hand  with  which 
to  anticipate  bills.  To  do  so,  it  is  necessary  either  to  have 
ready  eapitar  or  to  discount  at  the  bank.  In  both  cases 
the  Profit  and  Loss  section  is  charged  with  the  cost,  that 
is,  with  interest  on  capital  or  with  bank  discount. 
Hence,  it  is  only  fair  to  offset  such  costs  by  any  proceeds 
realized. 

2.  The  selling  division  had  absolutely  nothing  to  do 
with  the  discount.  It  could  neither  prevent  it  nor  secure 
it.  Thus,  the  item  in  no  way  affects  sales,  and  must  not 
be  included. 

(/)  The  net  business  profit  of  $5,285.00,  as  shown,  is 
usually  carried  to  another  section,  often  called  the  "Ap- 
propriation Section,"  wherein  is  shown  the  distribution  of 
profits.  It  is  to  be  noted  that  the  net  profit  is  the  same 
in  amount  as  the  surplus  of  the  Balance  Sheet,  as,  of  course, 
it  should  be.  The  term  surplus  rather  than  net  profit 
or  undivided  profit  is  employed  because  this  is  the  title 
most  generally  applied  to  such  items  in  corporation  ac- 
counting. 
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C. — The  Profit  and  Loss  Account 

Many  of  those  who  should  know  better  fail  to  distin- 
guish between  a  Profit  and  Loss  Statement  and  a  Profit 
and  Loss  Account.  Practically  the  confusion  is  not  worthy 
of  attention,  but,  scientifically,  it  does  make  a  real  differ- 
ence in  the  development  of  our  subject  whether  or  not 
we  are  to  create  a  nomenclature  which  will  be  fixed  and 
positive,  or  one  so  loose  and  ambiguous  as  to  make  for 
confusion  and  laxity.  Essentially,  an  account  refers  to  a 
systematic  collection  of  debit  and  credit  items,  grouped 
under  a  common  title  because  of  common  characteristics, 
and  usually  found  in  a  Ledger.  A  Statement  may  cor- 
respond to  an  account,  but  still  it  is  different.  Further- 
more, the  subtractions  perfectly  proper  in  a  Statement  find 
expression  in  the  account  form  by  opposing  entries.  It 
appears  desirable,  therefore,  to  employ  literally  the  terms 
' '  Account ' '  and  ' '  Statement ' '  in  this  book,  though  the  stu- 
dent is  warned  that  other  authors,  practitioners,  and  ex- 
aminers often  fail  to  distinguish  between  the  two,  so  that 
account  and  Statement  are  frequently  synonymous.  Some- 
times, the  Statement  is  called  the  "Account,  report  form," 
while  the  account  is  then  termed  ''Account,  technical 
form. ' ' 

The  Trading  and  Profit  and  Loss  Statement,  as  under- 
stood by  us,  reveals  the  progress  of  the  business.  It  is 
often  required  to  incorporate  this  information  in  the  Led- 
ger. The  process  of  so  doing  is  technically  referred  to 
as  "closing  the  books."  Many  accountants  do  not  favor 
the  step  because  it  enables  all  those  who  have  access  to 
the  books  to  acquire  valuable  information  which  is  pe- 
culiarly the  concern  of  the  proprietors  themselves,  and 
should  probably  be  kept  secret.  How  to  proceed  when  it 
is  not  desired  to  close  the  books  so  as  to  establish  a  Profit 
and  Loss  Account  will  not  be  considered  in  this  book.  Here 
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it  will  be  assumed  that  the  books  are  to  be  closed  in  the 
ordinary  way. 

From  our  study  of  bookkeeping,  we  know  that  to  close 
a  set  of  books  means,  after  a  Trial  Balance  has  been  taken, 
to  set  up  accounts  to  show  the  inventories  found  at  this 
time  and  not  yet  included  in  the  Trial  Balance,  and  to 
transfer  the  balances  of  all  Nominal  Accounts  to  a  sum- 
mary account  styled  Profit  and  Loss  Account  or  Loss  and 
Gain  Account.  The  accountant  does  something  quite  anal- 
ogous to  this,  but  instead  of  employing  a  simple  account, 
he  uses  a  number  of  them.  In  the  case  before  us  we  shall 
employ  three :  Trading  Account,  Administration  Account, 
and  Profit  and  Loss  Account.  One  other  difference  dis- 
tinguishes the  work  of  the  accountant  from  that  of  the 
bookkeeper.  Instead  of  closing  accounts  in  red  ink  as  the 
latter  does,  the  former  insists  that  no  entries,  except  bal- 
ances, shall  originate  in  the  Ledger,  hence  the  necessity 
of  framing  suitable  Journal  entries  to  accomplish  the  re- 
quired end. 

Closing  Journal  Entries. — The  object  of  each  entry  is 
so  clear  that  no  preliminary  explanation  will  be  employed. 
The  order,  in  the  main,  would  be  suggested  by  the  sequence 
of  the  accounts  in  the  Ledger.  The  title  in  (c),  below, 
has  been  chosen  rather  than  the  more  usual  one,  for  the 
sake  of  clearness.  This  is  also  true  of  Prepaid  Salesmen's 
Salaries,  in   (d). 

'(a)    Purchases $5,500.00 

To  Merchandise $5,500.00 

To  transfer  inventory  at  beginning 
of  year  and  to  close  latter  ac- 
count. 

(6)    Merchandise 2,460.00 

Returned  Purchases 1,500. 00 

To  Purchases 3,960.00 

To  set  up  present  inventory  of 
merchandise:  and  to  close  Re- 
turned Purchases  Account. 
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(c)  Unconsumed  Advertising $400.00 

To  Advertising $400.00 

To  set  up  prepaid  advertising  and 
to  establish  cost  of  year's  adver- 
tising. 

(d)  Prepaid  Salesmen's  Salaries 600.00 

To  Salesmen's  Salaries 600.00 

To  set  up  debit  account,  and  to  es- 
tablish cost  of  salemen's  service 
for  year. 

(c)    Trading  Account 35,240.00 

To  Purchases 29,840.00 

Shipping  Expenses 2,600 .  00 

Advertising 600.00 

Salesmen's  Salaries 1,400 .  00 

Selling  Expenses 800.00 

To  close  above  accounts  into  Trad- 
ing Account,  so  as  to  establish 
the  year's  total  selling  cost. 

(f)    Sales 5,360.00 

To  Sales  Returns 4,900.00 

Discount  on  Sales 460 .  00 

To  close  latter  accounts  into  for- 
mer one,  so  as  to  obtain  year's 
net  sales. 

(jg)    Sales 52,330.00 

To  Trading  Accotmt. 52,330.00 

To  close  former  account  into  latter, 
so  as  to  show  proceeds'  of  sales. 

(h)    Trading  Account 17,090.00 

To  Administration  Account. . . .  17^090.00 

To  transfer  gross  trading  profit 
shown  by  former  account  to  the 
latter,  and  to  close  the  former. 

(t)    Salaries 375.00 

To  Salaries  Accrued 375.00 

To  show  full  cost  of  salaries  for 
year  and  to  set  up  liabihty  for 
salaries  earned  but  not  yet  due. 

(f)    Administration  Account 11,650.00 

To  Real  Estate  Repairs 875 . 

Expense 4,800. 

Salaries 5,975 . 

To  close  latter  accounts  into  for- 
mer, so  as  to  show  year's  admin- 
istration cost. 
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(k)    Administration  Account $5,440 .  00 

To  Profit  and  Loss  Account $5,440 .  00 

To  close  former  account  and  to 
transfer  gross  business  profit  to 
latter  account. 

(I)     Discount  on  Purchases 275 .  00 

To  Profit  and  Loss  Account 275 .  00 

To  close  former  account  into  the 
latter. 

(m)  Interest  on  Mortgage  100 .  00 
To  Interest  on  Mortgage  Ac- 
crued     100.00 

To  show  full  cost  of  interest  on 
mortgage  and  to  set  up  Uability 
for  interest  already  accrued  but 
not  due. 

(n)   Profit  and  Loss  Account 430.00 

To  Bank  Discount 180.00 

Interest  on  Mortgage 250 .  00 

To  close  credit  accounts  into  the 
former  one. 

After  posting  the  foregoing  entries,  three  results  are 
attained :  the  Nominal  Accounts  shown  on  the  Trial  Bal- 
ance are  closed;  new  Real  Accounts,  showing  deferred  as- 
sets and  deferred  liabilities,  are  established;  and  the  Trad- 
ing Account  and  the  Administration  Account  are  opened 
and  closed,  while  the  Profit  and  Loss  Account  shows  a  net 
profit  of  $5,285.00.  Certain  Journal  entries  are  required 
to  dispose  of  this  surplus,  but  this  topic  is  reserved  for 
treatment  in  Chapter  IX. 

The  three  Summary  Accounts,  often  referred  to  as  the 
Trading  and  Profit  and  Loss  Accounts,  follow: 


Trading  Account 


■    1S13 

Dec.  31  Purchases 

Shipping  Exi>enses. 

fc     Advertising 

%   Salesmen's  Salaries. 

J  Selling  Expenses. . . 

'   Administration 

Account 

J8  $29,840.00 
2,600.00 

600.00 
1,400.00 

800.00 

17,090.00 
$52,330.00 

1913 
Dec.  31 

Sales 

J8$52,330.00 

$52,330.00 

f 
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Administration  Account 
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1913 

Dec.  31  Real  Estate  Repairs  J9  $875.00 

Expense 4,800 .  00 

Salaries 5,975.00 

Profit  and  Loss  Ac- 
count    5,440 .  00 

$17,090.00 


1913 
Dec.  31    Trading  Account .  J8  $17,090 .  00 


$17,090.00 


Profit  and  Loss  Account 


1913 

Dec. 31  Bank  Discount JIO     $180.00 

Interest    on    Mort- 
gage   250.00 

Net  Business  Profit.  5,285.00 


$5,715.00 


1913 
Dec.  31    Administration  Ac- 
count    J9 $5,440.00 

Discount  on  Pur- 
chases    10       275.00 


$5,715.00 


The  student  should  now  carefully  compare  the  Trading 
and  Profit  and  Loss  Account  with  the  Trading  and  Profit 
and  Loss  Statement.  It  will  help  him  very  much  if  he  will 
prepare  a  tabular  comparison,  so  as  to  reveal  the  resem- 
blances and  the   differences  between  the  two. 

In  actual  practice,  the  Statement  is  submitted  to  the 
proprietors,  as  it  is  more  intelligible  to  the  layman.  The 
accounts  shown  above  would  not  result  from  posting  the 
closing  Journal  entries  presented.  Why  not?  Because 
the  itemized  charges  appearing  in  the  Trading  Account, 
for  example,  would  be  posted  as  a  single  entry  of  $35,- 
240.00.  The  following  accounts  will  show  the  reader  the 
Ledger  results,  in  so  far  as  they  affect  the  Trading  and 
Profit  and  Loss  Account,  from  posting  the  Journal  entries : 


Trading  Account 


1913 
Der.  31  Sundries* J8  $35.240 .  00 

1913 

Dec.  31    Sales 

J8  $52,330.00 

Administration  Ac- 
count         17,090.00 

$52,330.00 

$52,330.00 

*  Indicates  more  than  one  account. 
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Administration  Account 


1913 

£>eo.  31  Simdriea J9 $11,650.00 

Profit  and  Loss  Ac- 
count   5,440.00 


$17,090.00 


1913 

Dec.  31  Trading  Account  .J8 $17,090.00 


$17,090.00 


Profit  and  Loss  Account 


Dec.  31  Sundries JIO       $430.00 

Net  Buaineai  Profit . . .      5,285 .  00 


$5,715.00 


1913 

Dec.  31  Administration  Ac- 
count   J9    $5,440.00 

Discount  on  Pur- 
chases  10         275.00 


$5,715.00 


"Why,  then,  was  the  Trading  and  Profit  and  Loss  Ac-  ^f 
count,  in  its  original  form,  presented  at  all?     Because  it 
is  frequently  called  for  by  examining  bodies.     The  last 
form  was  included  because  it  is  the  one  accountants  em- 
ploy in  closing  a  set  of  books. 


Summary 

This  chapter  should  have  made  clear  to  the  student 
that  he  is  not  to  expect  uniformity  of  practice  and  pro- 
cedure in  his  subject.  Nevertheless,  he  may  find  reasons 
for  the  differences  which  exist,  and  his  purpose  should  be 
to  learn  why  different  forms  obtain  in  different  cases.  He 
will  do  well  to  master  a  definite  form  of  Balance  Sheet 
and  of  a  Trading  and  Profit  and  Loss  Statement,  for  then 
he  will  be  in  a  position  to  understand  the  variety  of  forms 
which  he  will  come  across  in  his  further  studies. 

In  the  Balance  Sheet,  he  should  learn  to  know  why 
separate  divisions  are  used.  But  he  must  not  be  too  rigid 
in  his  adherence  to  any  single  variety,  because,  though 
many  accountants  employ  the  form  shown  in  this  chapter, 
others  arrange  the  items  in  the  reverse  way,  and  others, 
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regardless  of  the  order  employed,  do  not  name  the  sections 
but  simply  divide  them  off  by  means  of  sub-totals,  A 
study  of  Chapter  IX,  together  with  advanced  works  on 
the  subject  and  technical  articles  in  the  Journal  of  Ac- 
countancy, will  serve  to  emphasize  the  point  just  made.  In 
general,  the  particular  purpose  for  which  the  Balance  Sheet 
has  been  prepared  will  determine  the  sequence  of  items 
therein. 

What  has  been  said  regarding  the  lack  of  uniformity 
is  just  as  true  of  Trading  and  Profit  and  Loss  Statements^ 
Here,  too,  the  student  must  master  one  form,  and  let  it 
serve  as  a  standard  whereby  to  learn  and  understand  other 
forms.  In  this  Statement  two  points  deserve  particular 
mention : 

(a)  Turnover,  a  statistical  total  of  great  value  to  the 
accountant.    It  may  be  defined  as  the  prime  cost  of  sales. 

(6)  The  titles  or  phrases  applied  to  the  result  of  the 
separate  sections  of  the  Statement,  namely,  gross  profit  on 
trading,  gross  business  profit,  and  net  business  profit.  In 
his  further  study,  the  student  will  find  that  other  titles 
are  used  for  the  balances  of  the  separate  sections. 

The  Trading  and  Profit  and  Loss  Account  is  the  Ledger 
arrangement  which  corresponds  to  the  Statement.  The 
student  should  carefully  study  the  adjusting  or  closing  en- 
tries which  establish  the  resulting  accounts. 

EXERCISES 

Group  One 

1.  Differentiate  between   (a)   Trial  Balance;   (h)   State- 

ment of  Assets  and  Liabilities;  (c)  Balance  Sheet. 

2.  State  the  essential  differences  between  a  Trading  and 

Profit  and  Loss  Statement  and  a  Trading  and  Profit 
and  Loss  Account. 

3.  What  are  deferred  assets?    Give  three  examples. 
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4.  What  are  deferred  liabilities?     Give  three  examples. 

5.  State  clearly  the  reasons  for  seetionalizing  the  Bal- 

ance Sheet. 

6.  Name  the  sections  of  a  modem  Balance  Sheet  and 

give  the  titles  of  two  accounts  in  each  section. 

7.  What  is  meant  by  closing  the  Ledger  ?    How  does  this 

process  affect  the  accounts  of  the  Ledger  ? 

8.  How  is  "Accrued  Interest  on  Mortgage"  Account  af- 

fected by  the  subsequent  payment  of  the  interest? 

9.  How  do  you  treat  the  following  items  in  the  Balance 

Sheet,  in  the  Trading  and  Profit  and  Loss  State- 
ment, or  in  both? 

(a)  Notes  Keceivable  Discounted  Account;  (6) 
unsubscribed  stock;  (c)  unpaid  wages;  (d) 
taxes  accrued  but  not  due;  (e)  coal,  charged 
to  Fuel  Account,  unconsumed. 

Group  Two 

1.  William  A.  Topper  and  George  F.  Hinds  commenced 
a  partnership  on  April  1,  1912.  On  March  30,  1913, 
they  found  that  the  value  of  their  unsold  merchan- 
dise, at  cost,  was  $6,280.00.  Their  office  furniture 
was  estimated  to  be  worth  $800.00.  They  had  paid 
their  rent  until  May  1,  1913,  at  $100  per  month. 
They  owed  about  $150  to  their  lawyer,  who  had 
rendered  no  bill,  while  their  payroll,  not  due  till 
April  2,  already  amounted  to  $310.00.  The  Trial 
Balance  shown  on  the  next  page  was  taken  from 
their  books. 

You  are  requested  to : 

(a)     Prepare  a  modern  Balance  Sheet. 

(6)  Prepare  a  modern  Trading  and  Profit  and  Loss 
Statement. 

(c)  Frame  Journal  entries  to  close  the  Ledger. 

(d)  Prepare  a  Trading  and  Profit  and  Loss  Account. 
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Trial  Balance 

Cash $4,312.00 

Petty  Cash 64.50 

Mdse.  Inventory,  4/1/12 2,500 .  00 

WUUam  A.  Topper,  Drawing  a/c 200 .  00 

Purchases 18,000.00 

Sales $31,181 .50 

Sales  Returns 400.00 

Returned  Purchases 325 .  00 

Accounts  Receivable 7,000 .  00 

Notes  Payable 2,500.00 

Notes  Receivable 5,000.00 

Accounts  Payable 3,800.00 

Rent 1,200.00 

Office  Furniture 1,350.00 

Discount  on  Purchases 180.00 

Selling  Expenses 2,000.00 

Expense 3,600.00 

Salesmen's  Salaries 2,000.00 

Salaries 1,300.00 

Notes  Receivable  Discounted 1,000.00 

Discount  on  Notes. . . ; 60.00 

WiUiam  A.  Topper,  Capital 5,000 .  00 

George  F.  Hinds,  Capital 5,000.00 

$48,986. 50  $48,986. 50 


Bibliography 
(^8ee  list  at  end  of  Chapter  IX.} 


CHAPTER  VIII 

DEPRECIATION,    RESERVE,    SINKING    FUND   AND 
INVESTMENT  ACCOUNTING 

A. — Depreciation 

It  is  a  truism  that  all  physical  property  wears  out. 
The  accountant  must  take  into  consideration  this  physical 
fact,  and  make  provision  for  it  in  his  system  of  accounts. 
A  simple  illustration  will  serve  to  place  the  problem  before 
us.  Suppose  that  a  company  has  purchased  a  warehouse 
for  $10,000.00  and  that  at  the  end  of  the  year  it  is  worth 
only  $9,000.00,  the  decrease  being  due  to  "the  wear  and 
tear"  to  which  the  building  was  subjected.  No  one  will 
deny  that  the  decrease  in  value — the  deprecHation — was  a 
direct  result  of  the  use  of  the  building.  And  if  this  is  so, 
is  there  any  doubt  that  the  money  value  of  the  depreciation 
is  a  part  of  the  trading  or  selling  cost?  For  is  it  not  a 
fact  that,  if  the  building  were  leased  or  hired  instead  of 
owned,  the  rental  which  would  necessarily  provide  for 
such  depreciation  suffered  by  the  owner,  would  be  charged 
to  the  Trading  Account?  Hence,  in  this  case  we  favor  a 
debit  to  Trading  Account  amounting  to  $1,000.00. 

We  must  now  give  our  attention  to  the  offsetting  credit 
of  $1,000.00.  The  entry,  when  the  warehouse  was  pur- 
chased, assuming  that  it  was  a  cash  transaction,  was : 

Warehouse  $10,000.00 

To  Cash  $10,000.00 

It  is  very  natural,  then,  to  argue  for  a  credit  of 
^1 ,000.00  to  Warehouse  Account,  so  that  it  should  show  the 
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decreased  value  resulting  from  a  year 's  use.  The  principal 
objection  to  this  procedure  is  that  at  the  end  of  a  long 
period  it  will  be  difficult  to  find  what  had  been  paid  for 
particular  classes  of  assets,  such  as  machinery,  tools,  and 
fixtures,  because  each  year  the  balance  of  the  respective 
accounts  will  have  been  carried  down  instead  of  the  totals 
of  each  side.  To  overcome  this  objection,  the  credit  is  made 
to  corresponding  accounts,  which  Professor  Hatfield  has 
called  "Valuation"  Accounts.  They  are  the  much  used 
Depreciation  Accounts.    The  entry  in  our  own  case  will  be : 

Trading  Account  $1,000.00 

To  Warehouse  Depreciation  $1,000.00 

After  posting,  the  two  accounts  which  interest  us  pri- 
marily should  be  on  opposite  pages  of  the  Ledger,  where 
they  would  appear  thus: 

Warehouse 


Date $10,000.00 

Warehouse  Depreciation 


Date $1,000.00 


Inasmuch  as  the  second  account  helps  to  valuate  the 
first,  they  are  always  treated  together.  The  Balance  Sheet 
would  contain  these  items  among  the  fixed  assets,  as  fol- 
lows : 

^Yarehouse  $10,000.00 

Less  Depreciation  1,000.00    $9,000.00 


In  further  study  of  our  subject,  we  shall  meet  with  va- 
rious other  specific  Valuation  Accounts.  Here  it  is  suf- 
ficient to  mention  Machinery  Depreciation  Account  and  a 
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General  Depreciation  Account.  The  latter  account,  when 
used,  is  credited  with  the  amount  of  depreciation  on  all 
properties,  but  it  is  not  to  be  recommended,  as  it  makes 
for  obscurity.  The  treatment  of  Machinery  Depreciation 
Account  will  arise  in  connection  with  the  subject  matter 
of  Chapter  IX,  but  it  is  deemed  well  to  refer  to  it  briefly 
here.  As  the  decreased  value  of  machinery  is  the  direct 
result  of  manufacturing,  an  account  which-  summarizes  the 
activities  of  the  factory,  and  analogous  in  function  to  the 
Trading  Account  in  the  latter 's  relation  to  selling  opera- 
tions, is  employed.  A  "skeleton"  entry  for  machinery 
depreciation  follows : 

Manufacturing  Account  $ 

To  Machinery  Depreciation  $ • 

The  Mathematics  of  Depreciation. — It  is  one  thing  to 
recognize  that  physical  assets  are  subject  to  the  ravages  of 
time  and  that  they  show  the  effects  of  use;  it  is  quite  a 
different  matter  to  ascertain  Jiow  much  has  been  the  amount 
of  depreciation  during  a  given  period. 

Theoretically,  it  is  simple  arithmetic  to  decide  that  if 
machinery  was  worth,  say,  $10,000.00  at  the  beginning  of 
the  year,  while  now  it  is  worth  only  $8,000.00,  the  decrease 
has  been  $2,000.00.  But  who  is  to  know  what  the  present 
value  really  is?  Engineers  and  plant  experts  do  appraise 
such  items,  but  their  decisions  are,  at  best,  good  guesses. 
Several  plans  are  employed  for  the  purpose  of  determining 
each  year's  depreciation,  but  we  shall  present  only  two  of 
them,  as  sufficient  for  the  purpose  of  elementary  study. 

(a)  Method  of  Fixed  Percentage  on  Cost. — This  is  the 
simplest  method.  It  divides  the  difference  between  the  cost 
and  the  final  or  residual  value  by  the  life  of  the  asset. 
Thus,  if  the  cost  was  $1,000.00  and  the  final  value  estimated 
at  $200.00,  while  the  life  of  the  asset  was  estimated  at 
eight  years,   the  annual  depreciation   would  be   $100.00. 
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($1,000  minus  $200.00  =  $800.00,  divided  by  8  =  $100.00). 
The  following  formula  will  serve  to  aid  the  memory  in 
retaining  the  process: 

*  1  »  2 

D  = 

n 
"in  which  D  represents  the  amount  of  annual  depreciation, 
Vi  equals  the  cost  price,  Vg  the  residual  value,  and  n  the 
number  of  years. ' '  ^ 

As  has  already  been  remarked,  this  method  is  the  sim- 
plest, and  herein  lies  its  chief  advantage.  It  does  not  re- 
quire much  particular  knowledge  or  ability  to  apply  the 
formula,  so  it  is  used  very  frequently.  But  it  is  not  alto- 
gether sound  in  principle  because  it  fails  to  take  various  fac- 
tors into  consideration.  One  of  these  is  the  fact  that  a  ma- 
chine, for  example,  does  not  decrease  in  value  uniformly.  As 
a  matter  of  fact,  the  decrease  during  the  first  year  is  greatest 
of  all,  because  it  represents  the  difference  in  value  between 
a  new  article  and  a  used  one.  The  other  point  which  the 
first  formula  fails  to  provide  for  is  found  in  the  fact  that 
though  repairs  during  the  early  years  of  a  machine's  life 
are  few,  nevertheless  the  later  repairs  are  not  so  much  the 
result  of  an  immediate  breakdown  as  they  are  of  the  cumu- 
lative effects  of  total  use.  Moreover,  as  repairs  and  depre- 
ciation are  both  finally  charged  to  the  same  account, — to 
Manufacturing  Account  in  the  case  of  machinery, — the  ap- 
plication of  the  formula  discussed  would  mean  that  the 
distribution  of  the  total  of  depreciation  and  repairs  for  the 
full  life  of  the  machine  would  be  inequitable  in  that  less 
would  appear  to  have  been  incurred  during  the  early  years 
and  more  during  the  later  ones.  To  overcome  this  defect, 
another  formula  may  be  employed : 

(6)     Method  of  Fixed  Percentage  on  Declining  Cost. — 

^See  footnote  on  following  page. 
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Here  a  portion  (per  cent.)  of  the  original  cost  is  charged 
off  for  depreciation  during  the  first  year.  The  second  year 
the  same  per  cent,  is  taken  on  the  evaluated  cost,  that  is 
on  the  difference  between  the  Asset  Account  and  the  De- 
preciation Account.  During  subsequent  years  the  same 
part  is  deducted  from  such  declining  values,  so  that  at 
the  assumed  expiration  of  the  machine's  usefulness  its 
value  on  the  books  will  equal  its  desired  residual  value. 
A  simple  method  of  obtaining  this  per  cent,  figure  is  dis- 
cussed by  Professor  Hatfield  in  his  chapter  on  Deprecia- 
tion.^ To  recur  to  the  example  previously  employed,  if 
the  original  value  of  a  machine  were  $1,000.00,  its  final 
value  $200.00,  and  its  lifetime  eight  years,  18.22%  should 
be  deducted  from  the  declining  value  each  year  so  as  to 
reduce  the  book  value  to  the  residual  value  at  the  end  of 
eight  years. 

The  depreciation  each  year,  instead  of  being  $100.00  as 
before,  is  shown  by  the  following: 

Table  of  Depreciation. 

Year  Book  Value  Depreciation  at  18.22% 

1  $1,000.00  $182.20 

2  817.80  •  148.98 

3  668.82  121.86 

4  546.96  99.66 

5  447.30  •  81.50 

6  365.80  66.65 

7  299.15  54.51 

8  244.64  44.64« 
Final  200.00' 

*  See    the    admirable    chapter    on    ' '  Depreciation '  *    in    Hatfield 's 
Modem  Accounting.    The  formulae  employed  herein  are  according  to 

Professor  Hatfield's  notation.  The  formula  for  (b)  is:  r=l — f/—, 

r      Vi 

in  -which  r  represents  the  percentage  desired,  and  the  other  symbols 
are  employed  as  before.  Solving  by  the  aid  of  logarithms,  we  obtain 
18.22%. 

'The  last  depreciation  is  only  $44.57.     To  bring  the  book  value 
down  to  $200.00,  seven  cents  was  added  to  the  former. 
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It  is  seen  that  the  depreciation  for  the  first  year  is 
$182.20,  while  for  the  eighth  year  it  is  only  $44.64.  Thus, 
this  formula  meets  the  two  objections  raised  against  the 
first  formula,  in  that  it  provides  for  greater  depreciation 
during  the  early  years  to  correspond  to  the  actual  eco- 
nomic facts  in  the  case  and  it  also  tends  to  equalize  the 
charge  to  Manufacturing  Account  by  providing  more  de- 
preciation during  the  years  when  repairs  are  at  a  mini- 
mum. 4 
B. — Reserve 

We  have  previously  noted  the  fact  that  the  disposition 
of  profits  in  a  corporation  is  quite  different  from  that  of 
partnerships.  In  the  latter  case,  the  articles  of  copartner- 
ship are  to  be  interpreted  properly,  and  the  Profit  and 
Loss  Account  is  thereupon  closed  by  a  simple  entry  charg- 
ing it  and  crediting  the  individual  accounts  of  the  part- 
ners. But  the  board  of  directors  of  a  corporation,  before 
distributing  profits  in  the  form  of  dividends,  should  retain 
some  portion  of  them  for  various  purposes,  or  else,  as 
was  remarked  in  another  connection,  the  company  will  be 
in  no  better  financial  situation  after  many  years'  success- 
ful operation  than  at  the  beginning.  The  profits  so  le- 
tained  or  reserved  are  called  reserves,  and  the  account 
which  records  the  fact  is  a  Reserve  Account. 

Let  us  now  consider  a  few  particular  cases. 

The  New  Trading  Company  commences  business  with 
a  capital  of  $50,000.00,  and  at  the  end  of  the  year  it  finds 
that  it  has  earned  $10,000.00.  Calling  this  profit  "sur- 
plus," we  obtain  the  following: 

Balance  Sheet 


Assets $160,000.00 


$160,000.00 


LiabiUties $100,000.00 

Capital  Stock 50,000 .  00 

Surplus 10,000.00 

$160,000.00 
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If  the  directors  now  declare  and  pay  a  dividend  of 
10%,  the  assets  will  be  reduced  to  $155,000.00  and  the 
surplus  to  $5,000.00.  They  may  then  decide  to  reserve 
$3,000.00  of  the  surplus  profits  for  future  additions  to  the 
plant,  so  that  only  $2,000.00  remains  of  the  general  surplus. 
Such  reservation  simply  labels  or  marks  a  portion  of  the 
profits  and,  as  will  be  seen  from  the  accompanying  entry, 
does  not  affect  the  assets  in  any  way.  The  entry  when 
dividends  are  declared  is: 

Surplus $5,000.00 

To  Dividends  Payable $5,000.00 

When  they  are  paid,  the  entry  therefor  is : 

Dividends  Payable $5,000.00 

To  Cash $5,000.00 

And  when  the  $3,000.00  is  reserved,  the  entry  is: 

Surplus $3,000.00 

To  Reserve  for  Plant  Additions  $3,000.00 

The  Balance  Sheet  at  this  point  is: 
Balance  Sheet 


r 


Assets $155,000.00 


$155,000.00 


Liabilities $100,000.00 

Capital  Stock 50,000 .  00 

Reserve  for  Plant  Ad- 
ditions         3,000.00 

Surplus 2,000.00 

$155,000.00 


The  question  may  be  asked,  where  is  the  $3,000.00  so 
reserved?  In  truth  it  could  not  be  pointed  out  definitely. 
But  neither  can  the  surplus  of  $2,000.00  be  definitely 
shown,  nor  the  one  of  $5,000.00,  as  it  really  is,  because  the 
Reserve  Account  is  only  some  special  surplus.  Why  not? 
Because  surplus  (profits)  is  the  excess  of  present  capital 
over  past  capital.  The  capital  was  $50,000.00;  the  present 
capital   is  $55,000.00    ($155,000.00    less    $100,000.00),    or 
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$5,000.00  greater  than  that  in  the  beginning.  The  reason 
for  this  excess  lies  in  the  difference  between  the  assets  and 
the  liabilities, — in  the  fact  that,  if  all  liabilities  were  liqui- 
dated or  paid,  $55,000.00  would  remain.  This  $55,000.00 
would  be  sufficient  to  repay  the  investment  of  $50,000.00, 
and  leave  a  balance — surplus — of  $5,000.00.  Just  as  it 
would  be  impossible  to  place  one's  finger  on  any  single 
asset  item  and  say  that  it  is  the  offset  to  a  particular 
credit  item,  so,  too,  it  is  impossible  to  segregate  any  of  the 
general  assets  as  representing,  in  particular,  the  profit. 

It  is  because  of  this  inability  clearly  "to  see"  the 
profit  or  surplus  assets  that  very  conservative  business 
men  sometimes  wish  to  label  particular  assets  so  that  there 
shall  be  no  doubt  of  the  fact  that  actual  money  is  at  all 
times  available  for  the  purposes  of  the  Reserve  Account. 
To  do  so,  it  is  sufficient  to  set  aside  some  cash,  call  it  "Re- 
serve Cash,"  and  thus  keep  it  intact.  Such  reserved  cash 
is  referred  to  as  a  "Reserve  Fund"  to  differentiate  it 
from  a  Reserve  Account,  which,  as  we  have  seen,  is  the 
result  of  a  charge  to  Surplus  Account,  and  which  is  in 
no  way  related  to  the  assets.  If  we  assume  that  such  a 
Reserve  Fund  has  been  created  by  crediting  Cash  Account 
and  debiting  "Reserve  Fund"  Account,  we  then  have  the 
following : 

Balance  Sheet 


General  Assets $152,000.00 

Reserve  Fund 3,000 .  00 


$155,000.00 


Liabilities $100,000.00 

Capital  Stock 50,000 .  00 

Reserve  for  Plant  Ad- 
ditions         3,000.00 

Surplus 2,000.00 

$155,000.00 


In  order  to  emphasize  the  mutual  independence  existing 
between  the  debit  Reserve  Fund  Account  and  the  credit 
Reserve  Account,  the  student's  attention  is  directed  to  the 
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fact  that  the  fund  might  have  been  created  in  order  to 
make  sure  that  there  would  be  on  hand  available  cash  for 
the  purpose  of  plant  additions  without  the  separation  of 
the  surplus  of  $5,000,00  into  two  parts.  Had  this  latter 
step  not  been  tak^n  we  should  have  had  the  following: 

Balance  Sheet 


General  Assets $152,000,00 

Reserve  Fund 3,000.00 


$155,000.00 


Liabilities $100,000.00 

Capital  Stock 50,000 .  00 

Surplus 5,000.00 

$155,000.00 


As  a  matter  of  fact  many  accountants  are  not  at  all 
clear  in  their  understanding  of  this  subject,  as  witness 
many  controversial  articles  in  the  Journal  of  Accountancy. 
We  trust  that  the  student,  at  this  stage  of  his  learning, 
recognizes  that  a  Reserve  Account  is  retained  surplus 
profits  and  nothing  else,  and  that  a  Reserve  Fund  Account 
is  segregated  assets,  usually  cash  or  cash  invested  in  securi- 
ties, and  nothing  else.  Also,  though  there  is  usually  a  cor- 
respondence between  a  credit  Reserve  Account  and  a  debit 
Reserve  Fund  Account  such  correspondence  is  not  neces- 
sary. Were  it  not  for  the  fact  that  so  many  accountants 
are  sufficiently  conservative  to  adhere  to  the  pt*actice  of 
using  both  accounts  and  funds,  sometimes  in  deference  to 
custom,  and  that  consequently  the  student  must  understand 
the  subject,  this  topic  would  have  been  eliminated  from 
the  present  writing. 

Other  Reserves. — ^We  have  thus  far  treated  a  simple 
type  of  Reserve  Account,  but  though  it  is  impossible  to 
cover  the  entire  field  in  the  space  at  our  disposal,  a  few 
additional  examples  must  be  submitted.  At  the  end  of  a 
given  period,  the  net  sales  for  the  year  obviously  affect 
the  amount  of  net  profits.  Or,  more  simply,  everything 
else  being  equal,  the  greater  the  amount  of  net  sales  the 
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greater  the  net  profit.  As  an  offset  to  sales,  we  have, 
among  other  entries,  debits  to  Accounts  Receivable.  Ex- 
perience teaches  us  that  it  is  most  unusual  to  be  able  to 
collect  from  all  debtors;  some  will  default  in  payment, 
thereby  causing  a  loss.  As  we  usually  are  unable  to  state 
definitely  the  exact  amount  of  such  default,  it  is  conserva- 
tive practice  to  retain  some  of  the  profits, — profits  based 
on  a  belief  that  all  debtors'  accounts  are  good, — instead 
of  paying  them  out  in  dividends.  The  account  which  re- 
cords such  retention  is  called  "Reserve  for  Bad  Debts" 
Account.  Clearly,  if  a  simple  surplus  had  been  retained, 
the  same  object  would  have  been  accomplished,  but,  in  this 
case,  as  we  shall  soon  see,  there  is  sound  justification  for 
setting  up  a  special  Reserve  Account.  The  usual  form  of 
entry  is: 

Surplus  $— =^ 

To  Reserve  for  Bad  Debts  $ 


This  reserve  for  bad  debts  is  not  to  be  confused  with 
actual  bad  debts.  The  point  will  be  made  clear  by  means 
of  simple  illustrations.  If  we  fail  to  effect  collection  from 
a  customer  after  a  reasonable  time,  it  is  sometimes  deemed 
advisable  to  remove  such  an  account  from  the  Sales  Led- 
ger, and  consequently  from  Accounts  Receivable,  by  trans- 
ferring it  to  the  General  Ledger  under  the  caption,  * '  Doubt- 
ful Debts."  This  account  is  a  sort  of  "Sundries"  Ac- 
count. It  has  each  particular  debtor's  name  listed  in  the 
explanation  column  on  the  debit  side,  so  that  the  claim 
shall  stand  out  prominently.^  If  the  claim  is  decided  to 
be  worthless  it  is  transferred  to  "Bad  Debts"  Account  by 
a  Journal  entry  of  the  following  type: 

Bad  Debts  $ 

To  Doubtful  Debts  $ 

^  The  procedure  is  much  simplified  when   a  card  ledger  is  em- 
ployed. 
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Likewise,  if  a  part  of  the  doubtful  debts  has  been  col- 
lected, and  only  the  balance  is  regarded  as  worthless,  the 
entry  just  shown  is  employed  for  the  loss. 

If  the  Bad  Debts  Account  for  the  first  year  amounts 
to,  say,  $600.00,  it  is  "written  off"  to  the  Profit  and  Loss 
Account  by  means  of  the  following  entry: 

Profit  and  Loss  $600.00 

To  Bad  Debts  $600.00 

If  however,  the  loss  occurred  subsequent  to  the  estab- 
lishment of  the  * '  Reserve  for  Bad  Debts ' '  Account,  certain 
complications  exist. 

The  student  will  recall  that  the  Reserve  Account  was 
created  by  carrying  to  it  a  part  of  the  net  profits, — sur- 
plus. Had  it  been  positively  foreseen  that  some  of  the 
book  debts  would  T)e  lost  a  charge  therefor  would  have 
been  made  to  Profit  and  Loss  Account.  Let  us  assume  that 
of  the  $600.00  of  bad  debts  $200.00  represents  last  year's 
sales.  This  amount  should  have  been  charged  to  the  Profit 
and  Loss  Account  of  last  year.  It  is  too  late  to  do  so  now. 
But  it  is  a  fact  that  our  reservation  of  profits — Reserve 
for  Bad  Debts — is  $200.00  less  than  it  appears  to  be,  hence 
the  following  Journal  entry  to  adjust  it: 

Reserve  for  Bad  Debts  $200.00 

To  Bad  Debts  $200.00 

The  balance  of  $400.00  is  a  loss  of  the  current  year,  and 
should  be  closed  by  the  following  entry: 

Profit  and  Loss  ^       $400.00 

To  Bad  Debts  *  $400.00 

Should  it  now  be  desired  to  reserve  additional  profits  in 
order  to  anticipate  future  bad  debts,  the  student  knows 
what  to  do.     If,  however,  the  balance  of  the  Reserve  Ac- 
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*ount  is  deemed  sufficient,  nothing  need  be  done  in  the 
matter.^ 

The  student  will  sometimes  come  across  an  account  en- 
titled "Reserve  for  Depreciation."  In  most  eases  he  will 
find  it  synonymous  with  Depreciation  Account.  This  state- 
ment illustrates  the  fact  that,  connected  with  the  subject 
of  reserve  and  depreciation,  he  will  find  much  ambiguity 
and  confusion  because  of  non-uniform  and  faulty  termi- 
nology. But  he  should  not  be  discouraged,  for,  before  long, 
there  is  bound  to  be  light.  Of  course,  if  reserve  for  de- 
preciation is  synonymous  with  depreciation,  nothing  more 
need  be  said.  But  it  should  not  be  synonymous.  Reserve 
for  depreciation,  better  styled  "reserve  for  machineiy," 
should  mean  a  reservation  of  surplus  for  the  purpose  of 
retaining  sufficient  profits  wherewith  to  purchase  new  ma- 
chinery, say,  when  the  old  has  to  be  abandoned.  To  illus- 
trate the  essential  difference : 

(a)  DepreciaMon  Account. — This  account  helps  to 
valuate  the  asset  account  to  which  it  refers.  In  a  sense  it 
is  the  credit  side  of  the  corresponding  asset  account.  It 
results  from  a  charge  to  some  Profit  and  Loss  Account,  as 
Manufacturing  Account,  because  it  represents  a  real  cost. 
A  real  cost,  for,  if  the  property  in  question  had  not  been 
owned  so  that  wear  and  tear  would  have  affected  its  value 
to  us,  it  would  have  been  hired.  And  the  hiring  rate 
would  surely  have  been  regarded  as  a  cost. 

(&)  Reserve  for  Depreciation  Account. — This  is  a 
name  applied  to  a  part  of  net  profits.  It  results  from  a 
bookkeeping  transfer  of  profits — surplus — to "  the  account 
in  question.  It  anticipates  a  probable  need  of  the  future, 
so  past  profits  are  conserved  in  order  to  replace  existing 


*  The  student  must  not  carry  away  the  impression  that  he  has 
read  the  last  word  on  this  topic.  He  will  have  to  refine  his  notions 
by  later  study. 
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properties;  whereas  Depreciation  Account  is  a  recognition 
of  the  fact  that  the  substance  of  a  machine  has  been  given 
off  in  the  process  of  manufacturing. 

Reserve  Versus  Surplus. — There  still  remains  for 
treatment  the  nature  of  a  Reserve  Account  per  se,  and 
the  relation  between  Reserve  Account  and  Surplus  Ac- 
count. 

As  we  must  know  by  this  time,  surplus  and  net  profits — 
the  excess  of  assets  over  liabilities  and  capital  investment — 
are  synonymous.  If  there  exists  any  valid  distinction  be- 
tween the  two,  it  is  probably  to  be  found  in  the  fact  that 
net  profits  refer  most  often  to  the  last  single  year  or  period 
under  review,  while  surplus  is  more  general  and  applies 
to  the  total  of  all  past  net  profit  still  retained  by  the  busi- 
ness. Inasmuch  as  it  is  customary  to  pay  dividends  "out 
of  surplus"  rather  than  out  of  net  profits, — sometimes  a 
distinction  without  a  difference, — the  practice  has  arisen  of 
withdrawing  some  of  the  surplus  so  that  it  shall  not  (ap- 
parently) be  subject  to  dividend  declarations.  This  leads 
us  to  the  subject  of  Reserve  Account. 

That  part  of  the  surplus  profit,  shown  by  the  Surplus 
Account,  which  is  withdrawn  from  the  immediate  purposes 
of  dividends,  or  which  is  reserved,  is  transferred  to  Reserve 
Account.  If  it  is  not  only  reserved  in  general  but  for  some 
specific  purpose,  instead  of  calling  it  Reserve  Account  the 
nature  of  the  reservation  is  made  clearer,  and  thus  we  have 
such  accounts  as  Reserve  for  Plant  Additions  and  Reserve 
for  Insurance.  Hence  the  Surplus  Account  and  the  Re- 
serve Account  are  alike  in  that  they  are  both  representative 
of  net  profits,  but  they  differ,  if  they  differ  at  all,  in  that 
the  Reserve  Account  is  somewhat  more  immune  from  de- 
pletion than  is  the  Surplus  Account. 

The  last  qualification  regarding  the  difference  between 
the  two  accounts  was  occasioned  by  the  knowledge  that, 
when  necessity  arises  for  the  use  of  accumulated  profits, 
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both  the  surplus  and  the  reserves  may  be  levied  upon.  And 
this  leads  us  to  the  concluding  statement  regarding  Re- 
serve Accounts.  Reserves,  especially  general  reserves,  give 
strength  to  a  business,  because,  like  an  army  and  a  navy, 
they  may  be  called  upon  in  an  emergency.  If  a  year 
should  turn  out  poor,  so  that  it  did  not  warrant  the  de- 
claring of  dividends,  the  fact  that  all  the  profits  of  past 
years  were  not  disbursed  would  enable  the  directors  to 
declare  dividends  nevertheless.  So  we  may  say  that  re- 
serves help  to  equalize  dividends.  Again,  should  trade 
changes  voeeur  so  that  much  of  the  existing  plant  would 
have  to  be  replaced  by  improved  machinery,  the  fact  that 
profits  had  been  accumulated  would  be  of  great  help.  And 
what  has  been  said  of  reserves  applies  in  like  measure  to 
surplus. 

Reserve  Funds. — That  portion  of  the  assets,  usually 
cash,  which  has  been  reserved  and  earmarked,  as  we 
learned,  is  called  a  reserve  fund,  and  is  shown  by  a  Reserve 
Fund  Account.  If  investments  are  purchased,  because  it 
is  not  deemed  good  policy  either  to  retain  the  fund  for 
the  usual  purposes  of  the  business  or  to  deposit  it  specially, 
the  following  entry  is  made: 

Reserve  Fund  Investments  $ 


To  Reserve  Fund  $- 


When  certain  property  is  acquired  as  contemplated  by  the 
purpose  of  the  reserve  fund,  the  investments  are  disposed 
of,  necessitating  the  reversing  of  the  foregoing  entry.  If 
the  asset  bought  is  a  machine,  for  instance,  the  resulting 
entry  is : 

Plant  and  Machinery  $ 


To  Reserve  Fund  ,  $- 


The  change,  it  should  be  apparent,  is  one  of  fixed  assets 
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(machinery)    for   one  of  current  assets    (fund  or  cash). 
Otherwise  the  Balance  Sheet  is  not  affected  in  any  way.^ 

C. — Sinking  Fund 

When  borrowing  money  on  bonds  it  is  often  stipulated 
that  there  shall  be  created  a  fund  by  annual  installments 
so  that,  upon  the  maturity  of  the  obligation,  enough  shall 
have  been  accumulated  to  cancel  the  liability.  Let  us  as- 
sume that  the  original  debt  amounts  to  $20,000.00,  and 
that  it  is  due  in  ten  years,  with  interest  at  5  per  cent.,  pay- 
able semi-annually;  $2,000.00  should  be  taken  out  of  gen- 
eral cash  each  year  and  reserved,  or,  as  is  more  usual,  de- 
posited with  the  designated  trustee.  "When  this  payment 
is  made  an  entry  of  the  following  form  is  in  order: 


Sinking  Fund  Cash 
To  Cash 


$2,000.00 


$2,000.00 


At  the  maturity  of  the  debt,  just  before  paying  it,  we  have 
the  following: 

Balance  Sheet 


Cash $50,000.00 

Other  Assets 80,000.00 

Sinking  Fund  Cash .      20,000 .  00 


$150,000.00 


General  Liabilities . . .  $30,000 .  00 

Bonds  Payable 20,000 .  00 

Capital 75,000.00 

Surplus  and  Reserves.  25,000 .  00 

$150,000.00 


Upon  the  cancellation  of  the  bonds — ^the  "funded  debt"- 
and  the  posting  of  the  necessary  entries  we  have  this : 


*  The  advanced  student  may  comment  on  the  absence  of  any  dis- 
cussion at  this  point  of  the  effect  upon  the  Eeserve  Account.  It  has 
been  purposely  omitted  in  the  belief,  based  upon  considerable  experi- 
ence with  students,  that  it  will  not  arise  until  later.  To  suggest  the 
thought  in  the  text  might  lead  to  undesirable  confusion;  but  see 
bibliographical  note  for  references  on  this  subject. 
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Cash $50,000.00 

Other  Assets 80,000 .  00 


$130,000.00 


General  Liabilities . . .    $30,000 .  00 

Capital 75,000.00 

Surplus  and  Reserves.     25,000 .  00 

$130,000.00 


( 


Let  us  assume  that,  when  the  $20,000.00  was  borrowed, 
it  was  invested  in  the  plant,  a  not  unusual  practice.  Then 
the  amount  was  used  to  make  up  the  $80,000.00  of  ' '  Other 
Assets"  in  the  foregoing  Balance  Sheets.  But  where  did 
each  year's  $2,000.00  come  from?  From  the  cash  of  the 
business, — from  the  cash  which  might  have  been  paid  out 
as  dividends,  but  which  was  retained  instead.  And  the 
fact  that  it  was  so  retained  accounts  in  a  measure  for  the 
amount  of  "Surplus  and  Reserves,  $25,000.00."  But,  and 
this  is  the  final  question,  where  can  this  $25,000.00  be 
found?  In  the  excess  of  present  capital  ($100,000.00)  over 
invested  capital  ($75,000.00).  This  excess  of  $25,000.00 
includes  $20,000.00,  which  is  found  among  "Other  Assets" 
in  virtue  of  the  fact  that  the  plant  acquired  by  borrowed 
money  was  really  paid  for  out  of  profits,  in  that  such  prof- 
its were  not  distributed  to  stockholders.  Consequently,  this 
part  of  the  plant  represents  a  gain  to  the  business,  which 
is  shown  by  the  fact  that  the  surplus  profits  include  it. 

D. — Investment  Accounting 
Simple  Investment  Accounting. — Closely  connected 
with  the  subject  of  Sinking  Funds  is  the  accounting  for 
investments.  It  must  be  carefully  distinguished  from  what 
is  known  as  the  accountancy  of  investment.  The  second  is 
a  much  narrower,  technical  term,  which  is  included  under 
the  broader  significance  of  the  first. 

We  are  familiar  with  the  bookkeeping  necessary  for  the 
investments  of  the  individual  owner  of  a  concern,  the  part- 
ners of  a  firm,  and  the  stockholders  of  a  corporation.    The 
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bookkeeping  records  in  each  of  these  instances  are  often 
referred  to  as  opening  entries.  A  business  organization 
may  invest  some  of  its  funds  in  real  estate,  bonds,  and 
stocks.  Such  investments  may  be  for  the  purpose  of  util- 
izing idle  capital,  speculating,  or  to  create  a  reserve  fund 
or  a  sinking  fund.  Fund  investments  almost  invariably 
assume  the  form  of  bond  purchases. 

A  few  problems  in  the  simpler  form  will  first  be  solved, 
and  we  shall  then  call  attention  to  the  technical  side  of 
the  accountancy  of  investment: 

(a) — Purchased  loft  building,  110  Worth  Street,  City, 
$100,000.00;  cash  upon  execution  of  deed,  $30,000.00;  balance, 
five-year  mortgage,  with  interest  at  5%,  semi-annually  (April 
1  and  October  1). 

1.  The  entry  at  the  time  of  purchase  is: 

Eeal  Estate   $100,000.00 

To  Cash   $30,000.00 

R.  E.  Mortgage  Payable 70,000.00 

2.  Entries  for  repairs  are  of  the  form: 

R.    E.    Repairs $ 

To  Cash   $ 

3.  Payments  of  interest   result  in: 

Interest  on  Mortgage $1,750.00 

To  Cash  $1,750.00 

4.  Payments  of  taxes  result  in: 

R.  E.  Taxes $ 

To  Cash   $ 

5.  Receipts  of  rent  are  recorded  thus : 

Cash $ 

To  Rent  $ 

6.  Improvements  which  enhance  the  value  of  the  prop- 
erty should  find  expression  in  an  entry  increasing  the  book 
value  of  the  property: 

Real  Estate   $ 

To    Cash    $ 
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(&). — ^Bought  100  shares  U.  S.  Steel  at  7278,  plus  brokerage. 
1.     The  entry  at  the  time  of  purchase  is : 

Investments    $7,300.00 

To  Cash  $7,300.00 

or 

U.  S.   Steel  Stock $7,300.00 

To  Cash   $7,300.00 

%.     When  each  quarterly  dividend  is  received: 

Cash    $125.00 

To  Interest  on  Investments $125.00 

3.  If  the  stock  were  sold  at  75,  inclusive  of  brokerage: 

Cash     $7,500.00 

To  U.  S.  Steel  Stock $7,300.00 

Profit  on  Investments 200.00 

4.  Should  the  stock  have  been  sold  at  70,  net,  the  entry 
would  have  been: 

Cash    $7,000.00 

Loss    on   Investments 300.00 

To  U.  S.  Steel  Stock $7,300.00 

(c) — Bonds  purchased  at  par,  or  at  any  price  with  the  in- 
tention of  disposing  of  them  in  a  very  short  time  and  not  hold- 
ing them  to  maturity,  may  be  treated  similarly  to  the  stock  in 
(6),  above.  The  title  of  the  bond  account  is  usually  given  in 
fuU,  as  wiU  be  shown  below. 

(d) — Promissory  notes  remain  for  discussion. 

1.  Let  us  assume  that  John  Doe  invests,  among  other 
items,  a  promissory  note  in  his  favor,  M.  Brown,  maker, 
for  $1,000.00,  and  not  due  until  thirty  days  hence.  In  prac- 
tice Mr.  Doe's  partner  would  probably  waive  consideration 
of  the  fact  that  the  present  value  of  the  note  was  only  $995.00 
(discount  $5.00),  and  consider  it  as  an  investment  of  $1,- 
000.00.  But  theoretically,  and  actually  in  cases  where  many 
notes  are  involved,  the  discounted  value  would  be  the  one 
for  which  the  partner  should  receive  credit.  The  entry  for 
the  investment  in  question  is : 
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Notes  Receivable   $1,000.00 

To  John  Doe,  Capital $995.00 

Discount  Earned 5.00 

2.  When  the  firm  receives  payment  for  the  note,  the 
entry  is: 

Cash    $1,000.00 

To  Notes  Receivable $1,000.00 

3.  If  the  note  invested  by  Mr.  Doe  were  an  interest- 
bearing  one,  a  new  difficulty  would  have  to  be  met.  Say 
that  the  note  was  for  ninety  days,  with  interest  at  6  per  cent. 
Then  the  value  of  the  note  at  maturity  would  be  $1>015.00 
($1,000.00  plus  $15.00  interest),  and  the  present  or  discounted 
value,  $1,009.92  ($1,015.00,  less  30  days'  discount,  $5.08). 
The  entry  would  have  to  show  the  accrued  interest  acquired^ 
and  the  discount  earned : 

Notes  Receivable   $1,000.00 

Interest  Accrued   15.00 

To  John  Doe,  Capital $1,009.92 

Discount  Earned  5.08 

4.  When  the  firm  received  full  payment  for  the  note, 
the  payment  would  cancel  the  face  of  the  note  and  the  ac- 
crued interest,  so  that  the  credit  to  Discount  Earned  Ac- 
count in  entry  3  would  show  the  profit  which  the  firm  earned 
as  a  result  of  the  transaction : 

Cash    $1,015.00 

To  Notes  Receivable $1,000.00 

Interest   Accrued     15.00 

5.  Another,  and  probably  more  popular,  interpretation 
of  the  situation  presented  in  case  3,  above,  is  that  Mr.  Doe 
invested  a  note  worth  $1,010.00  (face  $1,000.00,  plus  sixty 
days'  interest,  $10.00).  The  entry  resulting  from  such  a 
solution  follows: 

Notes  Receivable   $1,000.00 

Interest  Accrued    10.00 

To  John  Doe,  Capital $1,010.00 
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6.  The  entry  upon  payment,  to  follow  number  5,  is: 

Cash $1,015.00 

To  Notes  Eeceivable $1,000.00 

Interest  Accrued   10.00 

Interest  Earned  5.00 

(Note  that  the  difference  of  eight  cents  is  accounted  for  by 
the  arithmetical  steps  involved,  and  that  the  accounts  re- 
cording the  profit  are  Discount  Earned  in  the  first  case  and 
Interest  Earned  in  the  second.  Recall  the  commercial  arith- 
metic distinction  between  interest  and  discount.  In  account- 
ing this  distinction  is  not  of  very  much  moment.) 

7.  An  interesting  case  exists,  when  such  an  interest- 
bearing  note  is  discounted.  Say  that  the  note  in  case  3, 
above,  was  discounted  at  the  firm's  bank  fifteen  days  before 
maturity,  at  6  per  cent.  The  bank  discount  would  be  $2.54 
and  the  net  proceeds  $1,012.46.  Because  of  the  fact  that  the 
firm  failed  to  hold  the  note  until  maturity,  its  anticipated 
profit,  as  shown  in  the  Discount  Earned  Account,  has  been 
reduced  to  $2.54  ($5.08,  less  $2.54).  The  reduction  is  brought 
about  by  charging  Discount  Lost  Account  $2.54: 

Cash $1,012.46 

Discount  Lost   2.54 

To  Notes  Eeceivable  Discounted. . .       $1,000.00 

Interest  Accrued 15.00 

8.  The  entry  upon  discounting  the  note,  if  the  solution 
shown  in  case  5,  above,  had  been  adopted,  would  be: 

Cash  $1,012.46 

To  Notes  Eeceivable  Discounted.  . .       $1,000.00 

Interest  Accrued 10.00 

Interest  Earned 2.46 

Accountancy  of  Investment  is  the  title  of  a  book  by  the 
late  Professor  Charles  Ezra  Sprague,  which  deals  with  the  tech- 
nical features  involved  in  our  subject.  It  is  distinguished  from 
the  matter  thus  far  discussed  by  the  fact  that  the  computations 
involved  are  based  upon  compound  interest.  We  cannot  here 
reproduce  even  a  fair  summary  of  the  admirable  contribution 
of  Professor  Sprague,  but  we  cannot  conclude  this  chapter 
without  some  brief  reference  to  a  few  chapters  in  his  book. 
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This  refers  to  the  method  of  recording  bonds  bought  above  or 
below  par. 

(o) — Assume  the  purchase  on  July  1,  1912,  of  ten  N.  Y. 
Central  bonds,  maturing  July  1,  1913,  and  bearing  semi-annual 
interest  at  the  rate  of  four  per  cent,  per  annum.  The  net 
price  paid  was  101,  which  means  $1,010.00  for  each  bond  (par 
value  $1,000.00). 

1.  The  entry  at  the  time  of  purchase  is: 

N.    Y.    C.    Bonds,   1913 $10,000.00 

Bond   Premiimi    100.00 

To  Cash  " $10,100.00- 

2.  On  January  1,  1913,  we  would  receive  $200.00  inter- 
est. The  entry  which  first  suggests  itself  is  to  charge  Cash 
Account  and  to  credit  Interest  on  Investments.  But  that  this- 
is  not  entirely  correct  is  about  to  be  shown.  Why  were 
we  willing  to  pay  $10.00  above  par  for  each  bond  ?  Probably 
because  securities  of  such  a  grade  would  be  acceptable  at  par 
when  bearing  a  lower  rate  of  interest.  The  fact  that  these 
bonds  bore  four  per  cent,  made  them  more  desirable.  It  may 
be  said  that  we  were  willing  to  buy  and  pay  for  the  excess 
interest  which  we  would  receive  until  the  maturity  of  the 
bonds.  At  maturity  they  would  be  redeemed  by  the  New 
York  Central  Railroad  Company  at  par.  Inasmuch  as  our 
investment  was  more  than  par,  we  must  provide  for  an  ac- 
cumulation of  excess  interest  received,  so  that  at  maturity 
the  said  accumulation  and  the  amount  received  from  the 
railroad  company  shall  equal  the  amount  of  our  investment. 
The  accimiulation  referred  to  is  called  amortization. 

The  following  entry,  made  on  January  1,  1913,  when  we 
received  $200.00,  we  must  divide  into  two  parts;  one  por- 
tion will  represent  the  amortization  and  the  other  the  interest 
on  the  investment.  The  latter  is  regarded  as  income  and  may 
be  used  up;  the  former  is  regarded  as  a  part  of  the  principal 
which  must  be  retained  in  the  business: 

Cash    $200.00 

To   Amortization    $50.00 

Interest  on  Investments 150.00 
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3.  Six  months  after  the  time  of  entry  2,  above,  two 
transactions  are  to  be  recorded:  the  receipt  of  the  semi-an- 
nual interest  and  the  redemption  of  the  bonds.  The  first 
entry  need  not  be  shown,  as  it  is  exactly  like  the  one  above. 
The  other  follows: 

Cash $10,000.00 

To  N.  Y.  C.  Bonds,  1913 $10,000.00 

4.  Another  entry  is  necessary  at  this  time.  The  amorti- 
zation account  (or  fund,  as  it  is  called  by  some)  is  exactly 
equal  to  the  amount  of  premium  paid  for  the  bonds.  There 
is  no  longer  any  object  in  keeping  both  accounts  on  the 
books,  so  the  following  entry  adjusts  the  matter: 

Amortization   $100.00 

To  Bond  Premium $100.00 

(b) — A  somewhat  similar  situation  arises  when  bonds  are 
purchased  at  a  discount.  No  solutions  will  be  offered,  because 
the  student  should  be  able  to  solve  such  problems  by  reasoning 
them  out  for  himself. 

(c) — The  amount  of  the  amortization,  and  hence  of  the  in- 
terest on  investments,  is  not  absolutely  correct  in  case  (o), 
above  This  is  so  because  the  existence  of  compound  interest 
was  disregarded.  The  necessary  refinements,  and  other  ac- 
counting propositions  based  upon  the  mathematics  of  com- 
pound interest,  cannot  be  presented  here.  On  these  points  The 
Accountancy  of  Investment  must  again  be  suggested. 

Summary 

This  chapter  illustrates  the  accounting  in  recognition  of 
the  fact  that  physical  properties  wear  out  or  depreciate. 
Depreciation  Accounts  evaluate  corresponding  Asset  Ac- 
counts. The  rates  of  depreciation  are  decided  upon  by  sev- 
eral distinct  methods,  two  of  which  have  been  discussed. 
These  were  the  method  of  fixed  percentage  on  cost  and 
the  method  of  fixed  percentage  on  declining  cost.  Though 
the  first  method  has  simplicity  in  its  favor,  the  second  is 
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the  more  scientific  because  it  more  nearly  corresponds  with 
the  actual  phenomenon  of  depreciation  and  because  it  tends 
to  equalize  the  upkeep  charge  of  the  asset  during  its  life- 
time. 

Profits,  instead  of  being  disbursed,  may  be  reserved, 
giving  rise  to  Surplus  Account  and  Reserve  Account. 
When  profits  are  reserved  for  specific  purposes,  the  reserve 
is  labeled  accordingly.  Sometimes  cash  is  reserved  in  a 
similar  way,  so  that  we  have  Reserve  Fund  Accounts. 
Though  there  may  be  an  exact  correspondence  between  the 
debit  Reserve  Fund  Account  and  the  credit  Reserve  Ac- 
count, such  equivalence  is  not  necessary.  Reserve  Ac- 
counts and  Surplus  Accounts,  it  has  been  pointed  out,  have 
much  more  in  common  than  is  often  recognized. 

Sinking  funds  are  accumulations  of  cash,  either  kept 
as  such  or  invested  in  securities,  with  which  to  pay  off  a 
bonded  or  funded  debt.  The  essential  difference  between  a 
Sinking  Fund  and  a  Reserve  Fund  is  that  the  former  is 
created  for  the  purpose  of  extinguishing  a  debt  whose  ma- 
turity is  certain  and  fixed,  while  the  latter  may  be  em- 
ployed whenever  the  proprietors  decide  to  do  so. 

Closely  connected  with  the  subject-matter  of  this  chap- 
ter is  the  so-called  accountancy  of  investment.  Aside 
from  the  elementary  aspect  of  this  subject,  the  main  task 
consists  of  an  application  of  compound  interest.  Purchase 
of  bonds  at  a  premium  or  at  a  discount,  a  gradual  extinc- 
tion of  such  premium  or  discount,  the  setting  aside  of 
sinking  fund  installments,  and  the  creation  of  annuities 
constitute  some  of  the  specific  problems  of  this  division. 

The  subject-matter  of  this  chapter,  in  actual  practice 
and  in  advanced  study,  is  made  much  more  difficult  than 
it  inherently  is  because  of  the  faulty,  ambiguous,  and  non- 
uniform terminology  employed.  Probably  no  other  divi- 
sion of  accountancy  is  in  such  great  need  of  terminology  or 
nomenclature  standardization   as  is  the  present  one. 
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EXERCISES 

Group  One 

1.  Distinguish  between  a  Eeserve  Fund  Account  and  a 

Reserve  Account. 

2.  Show  in  what  respect  surplus  and  reserves  are  identic- 

cal,  and  also  how  they  differ. 

3.  Describe  what  is  meant  by  depreciation  and  show  what 

evil  results  might  follow  by  not  taking  it  into  con- 
sideration. 

4.  Distinguish  briefly  between  Depreciation  Account  and 

Reserve  for  Depreciation  Account. 

Group  Two 

1.  As  the  accountant  for  a  factory,  how  would  you  decide 

upon  the  proper  annual  allowance  on  a  machine  cost- 
ing $15,000.00  which  had  just  been  installed? 

2.  (a)     How  much  should  be  set  aside  each  year  so  that 

at  the  maturity  of  a  fifteen-year  mortgage  of 
$10,000.00  enough  shall  have  been  provided  to 
cancel  it? 
(6)     Show  the  Journal  entry  at  the  time  of  the  first 
sinking  fund  installment. 

(c)  Show  a  type  entry  when  investments  are  bought. 

(d)  Show  the  entry  when  the  mortgage  is  paid. 

3.  As  an  original  exercise,  securing  such  help  as  you  can 

from  the  bibliographical  list  appended  to  this  chap- 
ter, find  how  much  each  installment  should  have  been 
if  it  were  immediately  invested  at  3  per  cent. 

4.  Show  a  type  entry  for  depreciation. 

5.  Show  a  type  entry  for  depreciation  reserve. 
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CHAPTER  IX 

ADVANCED  FOEMS  OF  FINAL  STATEMENTS 

A. — Trading  and  Profit  and  Loss  Statement- 

We  recur  to  this  subject  because  we  were  not  ready  to 
consider  certain  topics  in  connection  with  the  work  of 
Chapter  VII.  These  new  matters  concern  depreciation  and 
reserve,  treated  of  in  the  last  chapter.  Let  us  now  pro- 
ceed with  the  problem  of  constructing  a  Trading  and  Profit 
and  Loss  Statement  from  the  following  Trial  Balance  and 
additional  information.  A  rather  complex  case  has  been 
chosen  because,  if  understood,  the  ordinary  problem  of  this 
sort  should  not  prove  difficult. 

Before  attempting  to  solve  problems  of  this  sort,  it  is 
wise  to  make  sure  of  our  premises.  Is  the  Trial  Balance 
really  in  balance?  Add  up  the  debit  and  the  credit  sides, 
and  assure  yourself  of  the  correctness  of  the  totals  given. 
This  is  a  wise  precaution,  as  cases  are  known  where  candi- 
dates at  examinations  spent  much  time  in  useless  worry  as 
a  result  of  accepting  the  Trial  Balance  without  taking  the 
precaution  of  first  checking  the  totals. 

It  is  also  well  to  glance  rapidly  over  the  items  so  as  to 
discover  any  improbable,  or  even  impossible,  ones.  For 
example,  Cash  Account  with  a  credit  balance  would  be  an 
improbable  item.  It  would  be  correct  only  in  case  an  over- 
draft existed  at  the  time  the  Trial  Balance  was  prepared. 
But  Sales  Account  with  a  debit  balance,  or  Discount  on 
Sales  Account  with  a  credit  balance,  would  be  impossible 
items.  What  to  do  when  confronted  with  such  situations 
cannot  be  discussed  at  present. 
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Trial  Balance  of  the  Smith  Manufacturing  Co. 
December  31,  1913. 


Capital  Stock 

1 

25,000 

00 

Unsubscribed  Stock 

5,000  00 

Surplus 

! 

10,000 

00 

Cash 

12,000  00 

Accounts  Receivable 

10,000  00 

Notes  Receivable 

24,000  00 

Notes  Payable 

8.000 

00 

Loans  Payable 

20,000 

00 

Accounts  Payable 

23,000  00 

Bad  Debts 

500  00 

Real  Estate  (Factory) 

10,000  00 

Plant  and  Machinery 

15,000  00 

Depreciation  on  Plant  and  M'ch'y 

1 

3,00000 

Tools 

2,600  00 

j 

Depreciation  on  Tools 

60000 

Raw  Materials,  1/1/13 

3,000  00 

Goods  in  Process,  1/1/13 

1,000  00 

Finished  Goods,  1/1/13 

5,000  00 

Purchases  Raw  Materials 

60,000  00 

Freight  Inward 

1,00000 

Fuel 

2,500  00 

Factory  Labor 

18.000  00 

Foremen's  Salary 

3^500  00 

Machinery  Repairs 

700  00 

Factory  Expense 

1,200  00 

Insurance  on  Factory 

500  00 

Sales 

1 

119,150  00 

Freight  Outward 

1,300  00 

Shipping  Expenses 

2,600  00 

Salesmen's  Commission 

7,200  00 

•  Traveling  Expenses 

1,700  00 

Advertising 

2,000  00 

Warehouse  Rent 

2,400  00 

Insurance  on  Warehouse 

300  00 

Office  Expense 

3,100,00 

Salary 

5,600  00 

Directors'  Fees 

200  00 

Bank  Discount 

350  00 

Interest  on  Loans 

1,500,00 

Collection  and  Exchange 

100  00 

Sales  Returns 

7,000,00 

Returned  Purchases 

1 

2,500  00 

Discoimt  on  Sales 

1,200  00 

1 

Discount  on  Purchases 

SOOjOO 

212,050  00 

=1= 

212,05000 

1 
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The  following  goods  are  found  on  hand,  inventoried 
at  cost : 

Raw  materials,  $6,000.00;  goods  in  process,  $3,500.00;  finished 
goods,  $10,000.00.  Write  off  10%  ($1,200.00)  for  this  year's  depre- 
ciation of  factory  and  25%  ($500.00)  from  tools.  Fifty  per  cent, 
of  factory  insurance  and  40%  of  warehouse  insurance  is  still  in 
force.  Write  off  from  accounts  receivable  $450.00,  representing  bad 
debts  (as  per  schedule),  and  create  a  reserve  of  $2,000.00.  The 
board  of  directors  declares  a  dividend  of  10%  on  aU  outstanding 
stock. 

The  first  step  consists  of  labeling  the  items  so  as  to  in- 
dicate the  sections  of  the  Trading  and  Profit  and  Loss 
Statement  affected.  No  difficulty  ought  to  be  experienced 
until  we  come  to  such  items  as  raw  materials,  fuel,  and 
factory  labor.  These  do  not  seem  to  belong  to  any  of  the 
sections  with  which  we  are  familiar,  as,  indeed,  they  do 
not.  They  constitute  items  of  manufacturing  cost,  and 
are  shown  in  a  separate  section  called  * '  Manufacturing  Sec- 
tion, ' '  which  precedes  the  Trading  Section. 

A  few  remarks  will  help  to  make  clear  the  solution  soon 
to  be  offered.  Manufacturing  cost  includes  all  those  items 
which  are  directly  and  necessarily  concerned  in  the  process 
of  production.  It  does  not  include  advertising,  for  exam- 
ple, because  this  expense  is  incurred  to  market  an  article 
after  production.  The  Manufacturing  Section  is  arbitra- 
rily divided  into  two  sections:  the  first  is  called  "Prime 
Cost,"  and  the  second  ''Factory  Overhead."  The  two 
constitute  the  total  cost  of  manufacturing,  which  is  trans- 
ferred to  that  part  of  the  Trading  Section  where  purchases 
of  goods  would  go  in  a  non-manufacturing  concern.  It 
is  quite  needless  to  add  that  the  terms  here  applied 
to  the  two  divisions  of  the  Manufacturing  Section  are 
not  by  any  means  the  only  ones  used  for  the  same 
purpose. 
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Comments : 

(a)  Manufacturing  Section. — A  definition  of  prime 
cost  is  readily  framed  in  terms  of  the  items  which  enter 
into  its  computation.  It  consists  of  the  cost  of  materials 
consumed  ($52,000.00)  plus  inward  freight  and  direct  or 
factory  wages.  All  other  manufacturing  costs  are  called 
indirect  or  overhead  charges.  If  it  is  clear  that  this  year's 
depreciation  of  machinery  and  tools  represents  a  legitimate 
cost  of  the  year's  manufacturing,  then  it  is  probably  safe 
to  assume  that  the  rest  of  this  section  is  understood.  As  in 
other  situations,  it  should  not  be  necessary  to  add  that 
there  is  no  absolute  uniformity  of  arrangement  or  sequence, 
so  that  it  will  be  sufficient,  at  this  stage  of  the  student's 
progress,  to  understand  thoroughly  the  function  performed 
by  the  Manufacturing  Section, 

(&)  Trading  Section. — It  should  be  noticed  that  the 
manufacturing  cost  for  the  year  ($80,850.00)  occupies  the 
place  filled  by  "purchases"  in  a  non-manufacturing  con- 
cern 's  Trading  Section.  Quite  obviously,  the  cost  of  manu- 
facturing may  be  regarded  as  equivalent  to  the  cost  of 
goods  bought  from  an  outside  manufacturer  or  jobber,  and 
it  is  so  treated.  Otherwise,  nothing  need  be  added  to  what 
has  been  said  of  this  section  in  Chapter  VII  except  to  call 
attention  to  the  fact  that  there  exists  a  very  slight  differ- 
ence in  the  details  included.  These  the  student  should  dis- 
cover for  himself,  and,  when  he  does  so,  let  him  recall 
what  has  been  said  so  often  regarding  the  lack  of  uniform- 
ity in  our  subject.  If  this  last  statement  be  borne  in  mind 
we  need  not  linger  over  either  the  Administrative  Section 
or  the  Profit  and  Loss  Section. 

(c)  Appropriation  Section. — In  presenting  our  first 
Trading  and  Profit  and  Loss  Statement  we  made  no  posi- 
tive statement  regarding  the  ultimate  disposition  of  the 
year's  net  profit  for  the  reason  that  we  were  not  as  yet  pre- 
pared to  understand  the  treatment  of  reserves.    It  is  easily 
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seen  that,  of  the  net  profit  of  $6,720.C0,  $2,000.00  is  re- 
tained as  a  reserve  with  which  to  meet  possible  or  even 
probable  bad  debts  included  among  Accounts  Receivable; 
$2,000.00  is  to  be  used  for  dividends,  being  10  per  cent,  on 
$20,000.00;  $2,720.00,  the  balance,  is  kept  and  added  to 
the  old  surplus  from  previous  years,  so  that  the  current  sur- 
plus is  increased  to  $12,720.00. 

(d)  Bad  Debts. — In  addition  to  what  was  said  of  bad 
debts  in  the  last  chapter,  a  few  words  here  will  not  be  out 
of  place.  The  Trial  Balance  shows  that  during  the  year 
there  have  been  written  off  from  Accounts  Receivable  (in 
all  probabilitjO  bad  debts  amounting  to  $500.00.  This  is 
shown  by  the  debit  to  Bad  Debts  Account.  At  the  end  of 
the  year,  as  stated  in  the  note  to  the  Trial  Balance  sub- 
mitted, it  is  found  that  $450.00  more  of  bad  debts  exist. 
The  Journal  entry  for  this  adjustment  will  be  shown  in 
connection  with  another  division  of  the  present  chapter, 
but  suffice  it  here  to  say  that  it  is  exactly  like  the  entry 
for  bad  debts  occurring  during  the  year.  We  now  have 
properly  to  dispose  of  $950.00  of  bad  debts.  Accountants 
do  not,  as  a  rule,  include  this  loss  among  trading  items  on 
the  ground  that  it  is  the  function  of  the  selling  department 
to  get  orders,  and  that  it  is  not  responsible  for  the  subse- 
quent collection.  If  the  burden  is  thus  shifted  to  the 
** credit"  department,  there  is  less  logical  reason  for  not 
including  the  item  among  administration  costs.  At  any 
rate,  the  student  must  adopt  the  practice  of  including  this 
item  in  the  Profit  and  Loss  Section. 

(e)  Depreciation. — A  few  words  regarding  the  depre- 
ciation of  machinery  and  tools,  and  then  we  shall  have 
concluded  this  section.  The  student,  should  notice  that,  in 
the  case  of  plant  and  machinery,  for  example,  10  per  cent, 
on  $15,000.00  is  $1,500.00,  whereas  the  depreciation  is  given 
as  only  $1,200.00.  Consequently,  it  must  be  10  per  cent,  on 
the  amount  obtained  by  employing  the  difference  between 
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the  asset  account  and  the  old  Depreciation  Account 
($15,000.00  less  $3,000.00)  or  $12,000.00.  Hence  it  should 
be  observed  that  the  second  of  the  two  depreciation 
methods  illustrated  in  the  last  chapter  was  probably  em- 
ployed,— the  ''method  of  fixed  percentage  on  declining 
value. ' ' 

B.     Balance  Sheet 

The  Balance  Sheet  about  to  be  presented  will  differ  in 
no  essential  features  from  the  one  discussed  in  Chapter  VII. 
The  reason  for  giving  it,  then,  is  to  be  found  in  the  fact 
that,  for  a  thorough  understanding  of  the  subject,  many 
forms  will  have  to  be  mastered,  so  that  the  opportunity  for 
presenting  another  should  not  be  lost. 

To  avoid  supplementary  comment,  the  reader's  atten- 
tion is  directed  to  the  following  points: 

(a)  Though  the  sectionalizing  of  the  items  is  ad- 
hered to,  the  separate  sections  are  not  labeled  as  in  the 
previous  example. 

(&)  Note  that  the  Depreciation  Accounts  are  deducted 
from  the  corresponding  assets,  so  as  truly  to  evaluate  them. 

(c)  Observe  the  showing  of  Accounts  Receivable  at 
the  net  amount,  instead  of  in  the  following  way,  as  fre- 
quently is  the  case : 

Accounts  Receivable  $10,000.00 

Less  bad  debts  written  off        450.00 

$9,550.00 

{d)  Insurance  items  are  also  showTi  in  this  simpler 
way. 

(e)  Note  that  Reserve  for  Bad  Debts  is  treated  as  a 
real  reservation  of  profits  by  being  shown  among  capital 
and  surplus  items. 

(/)  Note,  finally,  how  the  undivided  profit  of  this 
year  was  added  to  the  surplus  existing  at  the  beginning  of 
-the  year,  so  as  to  form  the  present  surplus. 


218 


ELEMENTS    OF   ACCOUNTING 
8  8 


k 


FINAL   STATEMENTS  219 


C.    Trading  and  Profit  and  Loss  Account 

The  process  of  opening  and  closing  this  account,  or 
rather  series  of  accounts,  is  already  familiar  to  the  student.* 
We  shall  present  the  necessary  Journal  entries,  without  the 
usual  explanations,  but  shall  add  a  few  comments.  The 
entries  are  numbered  so  as  to  facilitate  reference  to  them. 

1.  Purchases  Raw  Materials $3,000.00 

To  Raw  Materials  Inventory. . .  $3,000 .  00 

2.  Raw  Materials  Inventory 6,000 .  00 

Returned  Purchases 2,500.00 

To  Purchases  Raw  Materials . . .  8,500 .  00 

3.  Manufacturing  Account 74,500.00 

To  Purchases  Raw  Materials . . .  54,500 .  00 

Goods  in  Process  (1/1) 1,000 .  00 

Freight  Inward 1,000.00 

Direct  Labor 18,000.00 

4.  Goods  in  Process  (12/31) 3,500.00 

To  Manufacturing  Account 3,500.00 

5.  Unexpired  Factory  Insurance....         250.00 

To  Factory  Insurance 250 .  00 

6.  Manufacturing  Account 9,850 .  00 

To  Fuel 2,500.00 

Foremen's  Salary 3,500 .  00 

Machinery  Repairs 700 .  00 

Factory  Expense 1,200.00 

Factory  Insurance 250.00 

Depreciation  on  Plant  and 

Machinery 1,200.00 

Depreciation  on  Tools 500 .  00 

7.  Trading  Account 80,850.00 

To  Manufacturing  Account 80,850.00 

8.  Trading  Account 5,000.00 

To  Finished  Goods  Inventory . .  5.000 .  00 

9.  Finished  Goods  Inventory 10,000.00 

To  Trading  Account 10.000.00 

10.   Unexpired  Warehouse  Insurance . .         120.00 

To  Warehouse  Insurance 120 .  00 


'Review  "Closing  Journal  Entries,"  page  176. 
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11.  Trading  Account $17,380.00 

To  Freight  Outward $1,300  00 

Shipping  Expenses 2,600 .  00 

Salesmen's  Commission 7,200  00 

Traveling  Expenses 1,700.00 

Advertising 2,000.00 

Warehouse  Rent 2,400.00 

Warehouse  Insurance 180 .  00 

12.  Sales 8,200.00 

To  Sales  Returns 7,000.00 

Discount  on  Sales 1,200.00 

13.  Sales 110,950.00 

To  Trading  Account 110,950. 00 

14.  Trading  Account 17,720.00 

To  Administration  Account *                   17,720.00 

15.  Administration  Account 8,900 .  00 

To  Office  Expense 3,100.00 

Salary 5,600.00 

Directors' Fees 200.00 

16.  Administrative  Account 8,820 .  00 

To  Profit  and  Loss  Accoimt 8,820 .  00 

17.  Bad  Debts 450.00 

To  Accounts  Receivable 450.00 

18.  Profit  and  Loss  Account 2,900. 00 

To  Bad  Debts 950.00 

Bank  Discount 350.00 

Interest  on  Loans 1,500 .  00 

Collection  and  Exchange 100 .  00 

19.  Discount  on  Purchases 800.00- 

To  Profit  and  Loss  Account 800 .  00 

20.  Profit  and  Loss  Account 6,720.00 

To  Appropriation  Account 6,720.00 

21.  Appropriation  Account 6,720.00 

To  Reserve  for  Bad  Debts 2,000 .  00 

Dividends  Payable 2,000 .  00 

Surplus 2,720.00 

Comments : 

(a)  Entries  numbers  7,  14,  16,  20,  and  21  are  for  the 
purpose  of  transferring  the  balance  or  result  of  one  account 
to  another. 

(6)  Subtractions  or  deductions  not  being  permissible 
in  accounts  proper,  but  being  shown  as  additions  on  the 
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opposite  side  of  any  account  'affected,  we  must  make  the 
adjustment  entries  shown  in  numbers  2,  4,  5,  8,  10,  and  12. 
Regarding  number  12,  though  there  is  practical  uniformity 
in  the  practice  of  closing  Return  Sales  into  Sales  Account, 
this  is  not  the  case  with  Discount  on  Sales.^  Those  who 
object  to  the  entry  shown  should  include  the  discount 
among  the  cost  of  sales  items,  and',  though  the  final  result 
would  not  be  changed,  the  necessary  Journal  entries  would 
be  as  follows: 

12  (o)   Sales  $7,000.00 

To  Return  Sales  $7,000.00 

12  (6)   Trading  Account  1,200.00 

To  Discount  on  Sales  1,200.00 

(c)  Entries  numbers  5  and  10  illustrate  the  form  of 
deferred  asset  accounts  in  the  Ledger.  At  the  end  of  the 
next  year  these  accounts,  or  such  of  them  as  have  been  used 
up  or  have  expired,  are  transferred  to  their  respective  divi- 
sions of  the  Profit  and  Loss  account  by  an  intermediate 
entry  of  this  form: 

Factory  Insurance  $ • 


To  Unexpired  Factory  Insurance  $ 

(d)  Entry  number  21  is  very  frequently  shown  as 
three  separate  entries,  but  there  appears  to  be  no  particu- 
lar reason  for  such  procedure. 

(e)  Entry  number  17  deserves  some  special  attention. 
It  should  be  clear  to  the  student  that  some  individual  bad 
accounts  are  responsible  for  the  loss  of  $450.00  shown. 
These  bad  accounts  are  usually  listed  on  a  separate  sheet 
called  a  schedule.  Let  us  assume  that  the  schedule  in  this 
case  contains  the  names  of  the  following  three  concerns: 


'  Others  carry  it  to  the  same  section  (or  account)  as  Discount  on 
Purchases. 
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A  Smith  &  Bros, 
L.  Longley, 
B.  Fiske  &  Co., 


$200.00 

170.00 

80.00 


If  these  accounts  are  to  be  written  off  as  bad,  then  they 
are  to  be  closed  in  the  Sales  Ledger,  so  as  to  keep  effective 
the  control  of  the  Accounts  Receivable  Account  in  the  Gen- 
eral Ledger.  Accordingly,  the  adjustment  shown  by  num- 
ber 17  would,  in  actual  practice,  when  entered  in  a  special 
column  Journal,  appear  thus: 


Accounts 
Payable 


General 


450100 


L.F 


LJ. 


General 


Accounts 
Receivable 


200 

170 

80 


OO 
00 
00 


Bad  Debts 
To  A.  Smith  &  Bros. 
L.  Longley 
B.  Fiske  &  Co. 

The  above  accounts,  a- 
per  schedule,  regarded  as 
worthless,  are  herewith 
closed  into  Bad  Debts  a/c. 


The  student  should  now  carefully  post  the  Journal  en- 
tries shown,  endeavoring  to  duplicate  the  following  Trad- 
ing and  Prbfit  and  Loss  Account,  which  should  be  com- 
pared, item  by  item,  with  the  corresponding  Trading  and 
Profit  and  Loss  Statement.  It  should  be  noticed,  as  was 
suggested  elsewhere,  that  the  account  is  not  nearly  as  clear 
to  the  business  man  as  is  the  corresponding  Statement.  As 
a  matter  of  fact,  the  account  in  its  technically  correct  form, 
as  shown,  is  being  employed  much  less  frequently  now  than 
formerly.  Even  when  the  exhibit  is  called  an  account,  it 
will  often  be  found  that  it  is  really  a  statement,  because 
deductions  are  used.  The  student  should  be  prepared, 
therefore,  to  regard  the  Account  and  the  Statement  as 
almost  synonymous.  The  Account  is  regarded  as  the  tech- 
nical form,  but  the  Trading  and  Profit  and  Loss  Statement, 
and  the  Income  Statement,  are  the  real  report  forms. 
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Trading  and  Profit  and  Loss  Account 

For  the  period  ending  December  31,  1913 
Manufacturing  Account 


Purchases  Raw  Materials » 

115 
16 

$54,500.00 

1,000.00 

1,000.00 

18,000.00 

2,500.00 

3,500.00 

700.00 

1,200.00 

250.00 

1,200.00 
500.00 

Goods  in 
Trading  , 

Process 

J16   $3,500.00 

....          80,850  00 

Fuel 

Foremen's  Salary 

Machinery  Repairs 

Factory  Expense 

Factory  Insurance 

Depreciation     on     Plant 

and  Machinery 

f>epreciation  on  Tools. . . 

' 

$84,350.00 

$84,350.00 

Trading  Account 


,T16 

$80,850.00 

J17  $10,000. 00 

Finished  Goods 

.    17 

5,000.00 

Sales 

110.950.00 

Freight  Outward 

1,300.00 

Shipping  Expenses 

2,600.00 

Salesmen's  Commission . 

7,200.00 

Traveling  Expenses 

1,700.00 

Advertising 

2,000.00 

Warehouse  Rent '. 

2,400.00 

Warehouse  Insurance. . . 

180.00 

Administrative  Account.. 

.  18 

17,720.00 

8120,950.00 

$120,950.00 

Administrative  Account 


Office  Expense J18  $3,100.00 

Salary 5,600.00 

Directors'  Fees 200 .  00 

Profit  and  Loss  Account. .  8,820 .  00 

$17,720.00 


Trading  Account J18  $17,720 .  00 


$17,720.00 


Profit  and  Loss  Account 


Bad  Debts J18 

$9.50.00 
350.00 

1,500.00 
100.00 

6,720.00 

$9,620.00 

Administrative  Accotint . .  J18   $8,820 .  00 
Discount  on  Purchases . . .              800 .  00 

Interest  on  Loans 

Collection  and  Exchange. 
Appropriation  Account. .   19 

$9,620.00 

Appropriation  Account 


Reserve  for  Bad  Debts. . .  J19 

Dividends  Payable 

Surplus 


$2,000.00 
2,000.00 
2,720.00 

$6,720.00 


Profit  and  Loss  Account . .  J19   $6.720 .  00 


$6,720.00 
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The  student  will  observe  that,  if  the  Journal  entries 
shown  above  had  been  posted,  the  result,  in  so  far  as  it 
affects  the  Profit  and  Loss  Account,  would  not  be  cor- 
rectly expressed  in  the  group  of  accounts  shown.  As  a 
matter  of  fact,  this  group  of  accounts  does  not  appear  in 
the  Ledger,  but  is  intended  as  a  report  to  the  proprietors 
of  the  business.  The  accountant  who  employs  the  Journal 
entries  previously  discussed  does  so  for  the  purpose  of 
closing  his  books.  This  means  that  all  Nominal  Accounts 
are  to  be  written  off.  The  Profit  and  Loss  group,  as  it 
would  appear  in  the  Ledger,  follows : 

MANUFACTURING   ACCOUNT 


1913 

Dec.  31  Sundries J15  $74,500.00 

31  Sundries 16     9,850.00 


$84,350.00 


Dec.  31   Goods  in  Process.  J16  $3,500.00 
31   Trading  a/c 16  80,850.00 


$84,350.00 


TRADING  ACCOUNT 


1913 
Dec.  31  Manufacturing 

a/c J16  $80,850.00 

31  Finished  Goods 

Inv 17      5.000.00 

31  Sundries 17    17,380 .  00 

31  Administrative  a/c  18    17,720.00 

$120,950.00 


1913 
Dec.  31  Finished  Goods 

Inv J17  $10,000.00 

31  Sales 17110,950.00 


$120,950.00 


ADMINISTRATIVE  ACCOUNT 


1913 

Dec.  31  Sundries J18    $8,900.00 

31  Profit  &  Loss  a/c.   18      8,820.00 

$17,720.00 


1913 
Dec.  31  Trading  a/c J18  $17.720. 00 


$17,720.00 


PROFIT  AND   LOSS  ACCOUNT 


1913 

Dec.  31  Sundries J18    $2,900.00 

31  Appropriation  a/c  19      6,720.00 


$9,620.00 


1913 
Dec.  31  Administrative 

a/c J18    $8,820.00 

31DiB.onPur J18         800.00 

$9,620.00 
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1913 
Dec.  31  Sundries J19    $6,720 .  00 


$6,720.00 


1913 
Dec.  31  Profit  &  Loss  a/c  J19    $6,720.00 


$6,720.00 


D.    Profit  and  Loss  and  Income  Statement 

Of  late  years  another  form  of  Final  Statement  for  in- 
dustrial and  trading  organizations  has  become  popular.  It 
is  based  upon  the  form  commonly  employed  by  railroads 
and  public  service  corporations,  and  probably  owes  its 
widespread  use  to  the  suggestion  of  Mr.  A.  Lowes  Dickin- 
son, C.  P.  A.,  before  the  American  Congress  of  Accountants 
some  few  years  ago.  The  writer  does  not  think  that  it  adds 
to  the  clearness  of  the  ordinary  Statement  form,  but  it  must 
be  presented  for  the  sake  of  the  student,  because  the  uni- 
versity schools  of  accounts  are  teaching  it,  and  examiners 
are  asking  for  it.  The  reason  why  practitioners  are  em- 
ploying the  form,  sometimes  in  preference  to  the  more  gen- 
erally understood  older  Statement,  is  because  the  newer 
form  is  easier  to  execute  on  the  typewriter.  It  is  safe  to 
assert  that  the  Statement  we  are  about  to  show  is  the  one 
most  frequently  employed  by  American  practitioners.  We 
shall  proceed  to  the  form  itself,  and  then  explain  it. 

Profit  and  Loss  and  Income  Statement  of  the  Smith  Manu- 
facturing Company 

For  the  period  ending  December  31,  1913 

Sales $119,150.00 

Less  Sales  Returns $7,000.00 

Discount  on  Sales 1,200.00         8,200.00 

Net  Sales $110,950.00 

Deduct  Cost  of  Manufacturing: 
Prime  Cost: 

Raw  materials  at  beginning  of  year.  .  .  .      $3,000.00 
Goods  in  process  at  beginning  of  year.  .        1,000.00 

Purchases  of  raw  materials 60,000 .  00 

Freight  Inward 1,000.00 

Factory  Labor.  ; 18,000.00 

$83,000.00 
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Less  Returned  Purchases $2,500 .  00 

Raw  materials  on  hand  now.    6, 000 .  00 

Goods  in  process  now 3,500.00   $12,000.00 

Prime  Cost $71,000.00 

Factory  Overhead: 

•Fuel $2,500.00 

Foremen's  Salary 3,500 .  00 

Machinery  Repairs 700 .  00 

Factory  Expense 1,200 .  00 

Factory  Insurance 250 .  00 

Plant  &  Mch.  Depreciation .    1,200 .  00 
Tool  Depreciation 500 .00 

Factory  Overhead 9,850.00 

Cost  of  Manufacturing  for  Year $80,850.00 

Less  inventory  of  finished  goods  now.      10,000.00 

$70,850.00 
Add  inventory  of  finished  goods  year 

ago 5,000.00 

Manufacturing  Cost  of  Sales  for  Year. .  $75,850.00 

Gross  Profits  on  Sales $35,100.00 

Deduct  Cost  of  Setting: 

Freight  Outward $1,300 .  00 

Shipping  Expenses 2,600 .  00 

Salesmen's  Commission 7,200 .  00 

Travehng  Expenses 1,700.00 

Advertising 2,000.00 

Warehouse  Rent 2,400.00 

Warehouse  Insiu-ance . 180 .  00 

s'eUing  Cost 17,380. 00 

Net  Profit  on  Sales $17,720.00 

Deduct  Cost  of  Administration: 

Office  Expense $3,100.00 

Salary 5,600.00 

Director's  Fees 200.00 

Cost  of  Administration 8,900 .  00 

Gross  Business  Prpfit '      $8,820.00 

Deduct: 

Bad  Debts $950.00 

Bank  Discount 350.00 

Interest  on  Loans 1,500 .  00 

Collection  &  Exchange 100.00         2,900.00 

$5,920.00 
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Add: 
Discount  on  Purchases $800 .  00 

Net  Business  Profit $6,720.00 

Distributed  as  follows: 

Reserve  for  Bad  Debts $2,000. 00 

Dividends 2,000.00         4,000.00 

Carried  to  Surplus $2,720.00 

Comments : 

(a)  It  was  said  that  the  terminology  and  form  of  Final 
Statements  constituted  as  confused  and  non-uniform  a 
chapter  as  is  to  be  found  in  the  field  of  accountancy. 
Among  such  Statements  there  is  none  to  which  this  stric- 
ture is  applicable  in  a  greater  degree  than  to  the  one  under 
present  discussion.  The  student  should  bear  this  observa- 
tion in  mind  as  he  studies  the  above  form,  either  here  or  in 
other  texts,  and  as  he  compares  the  form  shown  with  the 
corresponding  Trading  and  Profit  and  Loss  Statement. 

(&)  This  form  commences  with  the  amount  of  sales, 
and  it  should  be  noticed  thai  the  rest  of  the  procedure,  in 
the  main,  consists  of  a  series  of  deductions.  Just  before  the 
net  business  profit  is  obtained,  discount  on  purchases  is 
added.  The  heading  which  sometimes  takes  the  place  of 
"Add:"  is  "Add  other  income:". 

(c)  The  gross  profit  of  $35,100.00  is  surely  a  mis- 
nomer. Forms  may  be  found  in  which  this  balance  is  not 
labeled  at  all ;  in  others,  instead  of  deducting  the  manufac- 
turing cost,  it  is  combined  with  the  selling  cost,  under  the 
general  heading  of  "Deduct  cost  of  manufacturing  and 
selling,"  so  that  the  first  balance  is  the  gross  selling 
profit.  It  is  suggested  that,  instead  of  employing  "Gross 
profit,"  unless  ordered  to  do  otherwise  by  your  instructor 
or  employer,  some  such  phrase  as  "Excess  of  sales  over 
manufacturing  cost"  be  used. 

(d)  If  it  should  be  deemed  desirable  to  have  this 
statement  correspond  more  closely  with  the  first  form,  then 
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the  deductions  from  purchases  in  the  manufacturing  divi- 
sion, for  example,  or  the  turnover  in  the  selling  section,  or 
other  such  practice  may  be  incorporated. 

(e)  The  student  probably  will  not  need  any  further 
help  in  order  to  understand  this  type.  He  should  remem- 
ber, however,  that  he  has  not  grasped  the  subject  thor- 
oughly until  he  can  reproduce  the  form  with  a  clear  reason 
why  each  item  appears  in  the  place  given  it. 

E.     Comparative  Statements 

The  practitioner  is  often  called  upon  to  account  for 
the  increase  or  decrease  of  profits  as  shown  by  Statements 
for  two  or  more  years.  Essentially,  the  process  is  one  of 
combining  the  two  Statements  into  a  single  one,  called 
a  Comparative  Statement.  We  shall  illustrate  by  means  of 
a  very  simple  case.  Following  are  the  Statements  which 
you  have  been  asked  to  explain  or  ' '  reconcile ' ' : 


Balance  Sheet  of  A.  B.  &  Co. 

As  OF  December  31,  1912 


Cash $6,500.00 

Notes  Receivable 10,200 .  00 

Accounts  Receivable 5,000 .  00 

Merchandise 8,000.00 

Plant 20,000.00 


$49,700.00 


Notes  Payable $10,000.00 

Accounts  Payable 1 1,700 .  00 

Capital  stock 20,000.00 

Surplus 8,000.00 


$49,700.00 


Profit  and  Loss  and  Trading  Statement  of  A.  B.  &  Co. 

fok  the  year  ending  december  31,  1912 

Trading  Section 


...  $56,200.00 
...      8,000.00 

Net  Sales 

$85,000  00 

$48,200.00 
...    20,000.00 

Gross  Trading  Profit . . . 

$68,200.00 
...     16,800.00 

$85,000.00 

$85,000.00 
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Administrative  Expenses .... 
Gross  Business  Profit,  down . . 


$4,600.00 
12,200.00 

$16,800.00 


Gross  Trading  Profit  brought 

down $16,800 .  00 


$16,800.00 


Pbofit  and  Loss  Section 


Bad  Debts 

Discount 

$3,800.00 

400.00 

Gross  Business  Profit  brought 

down $12,200.00 

Surplus 

$4,200.00 
8,000.00 

$12,200.00 

$12,200.00 

Balance  Sheet  of  A.  B.  &  Co. 

As  OF  December  31,  1913 


Cash $7,300.00 

Notes  Receivable 6,500 .  00 

Accounts  Receivable 4,000 .  00 

Merchandise 10,000.00 

Plant 24,200.00 

$52,000.00 


Notes  Payable $13,000.00 

Accounts  Payable 14,000 .  00 

Capital  Stock 20,000.00 

Surplus 5,000 .  00 

$52,000.00 


Profit  and  Loss  and  Trading  Statement  of  A.  B.  &  Co. 

For  the  year  ending  December  31,  1913 
Trading  Section 


.      $8,000.00 
.       68,000.00 

Net  Sales 

$124,000.00 

Purchases 

Less  Inventory,  12/31/13.  . 

$76,000.00 
.       10,000.00 

$66,000.00 
.       40,000.00 

Gross  Trading  Profit,  down. 

$106,000.00 
.       18,000.00 

$124,000.00 

$124,000.00 
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Administrative  Expenses $15,800.00 

Gross  Business  Profit,  down . .      2,200 .  00 

$18,000.00 


Gross  Trading  Profit  brought 

down $18,000.00 


$18,000.00 


Pbofit  Aiu)  Loss  Section 


Bad  Debts $4,900.00 

Discount 300.00 


$5,200.00 


Gross  Business  Profit  brought 

down $2,200.00 

Net  Business  Loss,  carried  to 

Surplus 3,000.00 

$5,200.00 


The  problem  for  solution,  let  it  be  remembered,  is  how 
to  account  for  the  net  loss  of  $3,000.00  during  1913.  The 
Trading  and  Profit  and  Loss  Statement  shows  clearly  that 
$3,000.00  was  lost,  but  it  may  be  assumed  that  A.  B.  &  Co. 
wish  further  explanation.  A  simple  solution  is  to  prepare 
a  Comparative  Balance  Sheet,  such  as  the  one  shown  on 
the  following  page. 

The  object  of  a  Comparative  Balance  Sheet  is  not  al- 
ways to  account  for  increases  or  decreases,  as  much  as  to 
show  the  changes  in  the  amount  of  the  individual  assets 
and  liabilities.  For  example,  some  business  men  wish  a 
Comparative  Balance  Sheet,  in  addition  to  or  instead  of  an 
ordinary  Balance  Sheet,  every  year.  They  desire  it  to  help 
to  trace  the  growth  of  certain  special  items.  Thus,  they 
learn  how  the  balance  of  this  year's  cash  compares  with  last 
year's  balance;  whether  the  outstanding  debts  in  their 
favor  are  increasing  or  decreasing;  how  much  money  is 
being  transferred  into  fixed  assets,  etc.,  etc. 

Though  the  Comparative  Balance  Sheet  of  A.  B.  &  Co. 
was  prepared  in  order  to  account  for  the  loss  of  $3,000.00 
during  1913,  notice  how  it  lends  itself  readily  to  analysis 
along  the  lines  suggested  in  the  previous  paragraph. 
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Comments : 

(a)  Note  that  the  first  and  third,  the  second  and 
fourth,  and  the  fifth  and  sixth  columns  are  respectively 
equal  to  each  other  in  amount. 

( 6 )  "  Increase ' '  and  ' '  Decrease ' '  refer  to  assets.  Thus 
$7,300.00  of  cash  in  1913  is  an  increase  of  $800.00  over 
$6,500.00,  the  amount  at  the  end  of  1912.  Similarly 
$13,000.00  of  notes  payable  at  the  end  of  1913  is  a  de- 
crease of  $3,000.00  over  the  corresponding  item  for  1912, 
because  the  effect  of  an  increase  in  liabilities  is  equivalent 
to  a  decrease  in  assets. 

(c)  The  decrease  in  surplus  of  $3,000.00  is  the  differ- 
ence between  the  total  increase  and  the  total  decrease.  In- 
asmuch as  the  increase  in  assets  was  $3,000.00  less  the  de- 
crease in  assets,  the  $3,000.00  is  entered  in  the  smaller  col- 
umn, so  as  to  make  both  equal. 

{d)  Such  Comparative  Statements  are  accompanied 
by  a  footnote  explaining  that  the  Statement  discloses  an 
increase  in  assets  of  $7,000.00,  but  a  decrease  of  $10,000.00, 
so  that  the  loss  of  $3,000.00  is  thereby  accounted  for. 

It  is  sometimes  deemed  desirable  to  establish  the  cor- 
rectness of  the  net  loss,  not  only  by  means  of  a  Comparative 
Balance  Sheet,  as  shown,  but  also  by  the  use  of  a  Compara- 
tive Profit  and  Loss  Statement.  If  the  question  set  for  so- 
lution included  a  reference  to  the  fact  that  it  was  surpris- 
ing that  there  should  have  been  a  loss  during  1913,  because 
the  sales  for  that  year  exceeded  those  of  1912,  the  second 
form  of  Statement  rather  than  the  first  should  be  employed. 
Both  may  be  used,  however. 

A  very  simple  arrangement,  which  makes  possible  a 
ready  comparison  between  the  costs  and  the  proceeds  dur- 
ing the  two  years  1912  and  1913,  is  shown  on  page  233. 

Note  that  the  difference  between  the  first  two  columns 
is  exactly  equal  to  the  difference  between  the  second  two. 
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1912 

1913 

Increase 

Decrease 

Inventory  at  beginning 
Purchases 

56,200 

00 

8,000 
68,000 

00 
00 

8,000 
11,800 

20,000 

11,200 

1,100 

00 
00 

00 
00 
00 

2,000 
100 

Inventory  at  end,  deduct 

56,200 
8,000 

00 
00 

76,000 
10,000 

00 
00 

00 

Selling  Expenses 
Administrative  Expenses 
Bad  Debts 
Discount 

48,200 

20,000 

4,600 

3,800 

400 

00 
00 
00 
00 
00 

66,000 

40,000 

15,800 

4,900 

300 

00 
00 
00 
00 
00 

00 

Increased  Cost,  1913 

77,000 
50,000 

00 
00 

127,000 

00 

52,100 

00 

2,100 
50,000 

00 
00 

127,000 

00 

127,000 

00 

52,100 

00 

■52,100 

00 

Net  Sales,  1913 $124,000.00 

Net  Sales,  1912 85,000.00 

Increased  Proceeds,   1913 $39,000 .  00 

Increased   Cost,    1913 50,000.00 

Net  Decrease,  1913 $11,000 .00 

Surplus,   1912 8,000.00 

Net  Loss  1913 $3,000.00 


Comments : 

{a)  It  should  be  clear  that  the  function  of  the  above 
Statement  is  simply  to  supplement  or  corroborate  the  show- 
ing of  the  Trading  and  Profit  and  Loss  Statement. 

(&)  Another  method  employed  is  to  analyze  the  ele- 
ments of  cost  and  proceeds  into  percentage  figures  show- 
ing increases  and  decreases  in  somewhat  the  same  manner 
as  already  shown.  Something  analogous  to  this  procedure 
is  reserved  for  treatment  in  the  chapter  on  Cost  Accounts. 

Summary 

In  the  main,  this  chapter  is  an  expansion  of  the  subject 
treated  of  in  Chapter  VII.  A  new  section  of  the  Trading 
and  Profit  and  Loss  Statement  is  introduced — the  Manu- 
facturing Section.  The  divisions  of  the  Statement,  then, 
are   Manufacturing,   Trading,  Administrative,  Profit  and 
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Loss,  and  Appropriation.  These  divisions  are  subject  to 
change  and  modification,  depending  on  the  nature  of  the 
particular  business. 

The  Profit  and  Loss  and  Income  Statement  is  also 
shown.  It  is  based  upon  the  forms  employed  by  railroad 
and  public  utility  corporations.  It  is  more  difficult  to  state 
current  usage  regarding  the  arrangement  and  terminology 
of  this  statement  than  of  the  others,  because  no  two  au- 
thoritative forms  coincide  in  all  details.  Hence  it  must  be 
concluded  that,  as  in  other  cases,  our  subject  is  still  in  its 
formative  period. 

Recently  attempts  have  been  made  to  substitute  a  Profit 
and  Loss  and  Income  Account  for  the  Trading  and  Profit 
and  Loss  Account.  The  Journal  entries  required  have  not 
been  shown  because  it  is  not  believed  that  such  usage  will 
become  popular. 

Simple  Comparative  Statements  are  shown.  Their 
chief  use  is  found  in  testing  the  report  of  a  single  year  in 
terms  of  previous  years.  They  also  aid  in  analyzing  the 
progress  of  a  business. 

Finally,  a  few  words  regarding  terminology.  Many  ac- 
accountants,  and  even  examiners,  refer  to  Trading  and 
Profit  and  Loss  Statements  as  Profit  and  Loss  Statements. 
The  term  "Trading"  is  also  often  omitted  from  the  ac- 
count. This  is  unfortimate,  and  the  writer  can  do  no  less 
than  to  call  the  attention  of  the  student  to  the  situation  as 
it  exists.  Another  difficulty  confronting  the  student  is  that 
he  may  be  called  upon  to  solve  Statements  in  which  the 
information  lacks  definiteness.  To  illustrate,  how  shall 
rent  or  expense  be  treated  when  it  is  found  in  the  Trial 
Balance?  If  the  item  specified  factory  rent  or  office  rent 
or  salesroom  rent,  the  confusion  would  not  exist.  In  the 
absence  of  any  additional  information,  the  student  should 
decide  the  most  logical  connection  in  given  cases,  and  then 
act  accordingly.     Such  judgment  comes  with  experience, 
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but  it  may  be  said  in  passing  that  items  of  the  kind  men- 
tioned are  often  divided  or  distributed,  in  different  propor- 
tions, among  a  number  of  sections.  Such  divisions,  how- 
ever, need  not  concern  us  now  because  they  constitute  part 
of  the  subject-matter  of  more  advanced  work. 

EXERCISES 

Group  One 

1.  Define  prime  cost. 

2.  In  terms  of  the  two  divisions  of  the  Manufacturing 

Section  where  would  you  place  (a)  "Wages,  (&)  Fuel, 
(c)  Machinery  Depreciation?  Give  reasons  in  each 
case. 

3.  What  is  the  function  of  the  Appropriation  Section? 

4.  In  submitting  a  report  to  the  president  of  a  manufac- 

turing company,  would  you  prefer  to  employ  a  Profit 
and  Loss  Account  or  a  Profit  and  Loss  Statement? 
Give  full  reasons  for  your  choice. 

5.  Write  an  essay  of  about  three  hundred  words  on  Termi-. 

nology  and  Forms.  Treat  of  the  student's  difficul- 
ties because  of  confusions  in  terminology  and  non- 
uniformity. 

Group  Two 

1.  Prepare  a  Profit  and  Loss  and  Income  Statement  from 

Group  two,  question  1,  page  182, 

2.  From  the  following  data — 

(a)  Prepare  a  Trading  and  Profit  and  Loss  State- 
ment. 

(&)  Prepare  a  Profit  and  Loss  and  Income  State- 
ment. 

(c)  Prepare  Journal  entries,  with  full  original  en- 
try explanations,  for  a  Profit  and  Loss  Ac- 
count. 
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(d)  Prepare  a  Profit  and  Loss  Account. 

(e)  Prepare  a  Balance  Sheet. 

Trial  Balance  of  the  Kent  Mfg.  Co. 

December  31,  1913 

Preferred  Capital  Stock $10,000 .  00 

Common  Capital  Stock 10,000 .  00 

Unsubscribed  Common  Capital  Stock  $2,500 .  00 

Cash 3,800.00 

Notes  Receivable 6,750.00 

Accounts  Receivable 12,000 .  00 

Loans  Payable 5,000.00 

Accounts  Payable 8,750.00 

Plant  and  Machinery 10,000.00 

Depreciation  on  Plant 2,000 .  GO 

Factory  Tools 500.00 

Raw  Materials  1/1/13 3,000.00 

Purchases 20,000.00 

Returned  Purchases 1,000.00 

Sales 57,770.00 

Sales  Returns 1,200.00 

Discount  on  Purchases 175.00 

Discount  on  Sales 310 .  00 

Wages 8,200.00 

Factory  Insurance 150 .  00 

Factory  Expense 1,300.00 

Fuel 2,200.00 

Factory  Salary 3,200. 00 

Freight  Outward 1,100.00 

Finished  Goods  1/1/13 4,000 .  00 

SeUing  Expenses 7,300.00 

Commission 1,800.00 

Office  Expense 2,150.00 

Office  Salary 4,000.00 

Discount 165.00 

Interest  on  Loans 300 .  00 

Reserve 1,000.00 

Surplus 230.00 

$95,925.00   $95,925.00 

«», 
Inventories  as  follows: 

Raw  Materials,  $3,600.00;  goods  in  process,  $4,500.00;  finished  goods, 
$5,800.00.  Write  off  for  bad  debts,  $470.00.  Write  off  $1,000.00  from 
plant  and  machinery  for  depreciation  and  $200.00  from  tools.  Eighty 
dollars  of  the  factory  insurance  is  still  in  force.  Factory  wages  accnied 
amount  to  $120.00.  Reserve  $2,000.00,  and  declare  dividends  of  6% 
on  the  preferred  stock,  and  of  10%  on  the  common  stock. 
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3.  Show  the  Balance  Sheet  after  all  the  dividends,  except 
those  on  fifteen  shares  of  common  stock,  have  been 
paid. 
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CHAPTER  X 

ACCOUNTS    OF    NON-TEADING    CONCERNS 

Thus  far  we  have  been  considering  the  subject  of  ac- 
counting in  its  relation  to  traders.  The  term  "trader"  is 
sufficiently  general  to  include  the  manufacturer,  because 
the  latter  produces  his  goods  in  order  to  sell  them.  But 
there  exist  a  large  number  of  organizations  whose  activi- 
ties are  not  of  the  trading  kind.  These  organizations  may 
be  divided  into  two  great  classes,  the  first  including  all 
those  which  aim  at  profit  making,  while  the  second  includes 
those  not  characterized  by  any  mercenary  motive.  Law- 
yers, architects,  other  professional  firms,  and  banks  are 
illustrative  of  our  first  division.  Municipalities,  public 
hospitals,  and  social  organizations  are  types  of  the  second 
group. 

It  would  not  harmonize  with  the  general  aim  of  this 
book  to  enter  into  a  discussion  of  the  accounting  details 
involved  in  the  bookkeeping  of  all,  or  even  of  any  particu- 
lar one,  of  the  organizations  mentioned.  However,  since 
we  can  find  something  common  to  all  of  them,  it  is  quite 
proper  that  we  direct  our  attention  to  these  matters.  We 
refer  to  the  * '  Income  and  Expenditure  "  or  "  Revenue ' '  Ac- 
count or  Statement,  and  to  the  "Statement  of  Receipts  and 
Disbursements"  or  "Statement  of  Receipts  and  Payments." 

A.    Income  and  Expenditure 

The  Income  and  Expenditure  Account,  or  the  Revenue 
Account,  as  it  is  also  called,  is  to  non-trading  concerns  what 
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the  Profit  and  Loss  Account  is  to  the  ordinary  firm.  In 
small  organizations  it  consists  of  an  arrangement  whereby 
all  costs  or  losses  of  the  period  under  review,  whether  actu- 
ally paid  or  not,  are  placed  in  one  column  as  a  set-off 
against  another  containing  all  "income"  for  the  corre- 
sponding period.  "Income"  is  used  technically,  and  de- 
notes not  receipts  but  gains  and  proceeds.  The  difference 
between  the  totals  of  the  two  columns  represents  the  sur- 
plus or  deficit  for  the  period.  In  larger  organizations  the 
account  or  Statement  is  subdivided  much  after  the  fashion 
of  modern  Trading  and  Profit  and  Loss  Accounts  or  State- 
ments, so  as  to  disclose  the  progress  of  various  departments 
or  sections.  A  few  forms  will  help  us  to  grasp  what  has 
been  said  thus  far : 


Case  1 

Income  and  Expenditure  Account 

Hinds,  Kahn,  and  Lake,  Attornets 
fob  the  teab  ending  december  31,  1913 


Rent. 

..    $2,000.00 

..      1,100.00 

650.00 

..      1,040.00 

Fees .  . . 
Sub-leas 

Surplus, 

e  of  office 

...  $32,000.00 
300.00 

Printing 

brought  down... 

$32,300.00 

Mr.  Hinds'  Allowance 

Mr.  Kahn's  Allowance .... 
Mr.  Lake's  Allowance .... 

. .      5,000.00 
. .      5,000.00 
. .      2,000.00 

Surplus,  carried  down .  . . 

$16,790.00 
. .     15,510.00 

$32,300.00 

$32,300.00 

Mr.  Hinds'  1  /2  net  profit . . 
Mr.  Kahn's  1  /3  net  profit . . 
Mr.  Lake's  1/6  net  profit. . 

. .    $7,755.00 
. .      5,170.00 
. .      2,585.00 

...$15,510.00 

$15,510.00 

$15,510.00 

Comments : 

(a)  The  items  constituting  the  above  account  were  ob- 
tained from  the  Ledger.  If  the  books  had  been  kept  by 
double  entry  the  items  would  have  been  taken  from  the 
Trial  Balance  modified  by  "inventory"  or  footnotes. 


240  ELEMENTS    OF   ACCOUNTING 

(6)  The  allowances  to  the  partners  may  be  assumed 
to  have  been  apeording  to  the  copartnership  agreement. 
This  agreement  was  also  the  warrant  for  the  distribution 
of  the  net  profit  or  surplus,  as  shown. 

(c)  If  there  had  been  a  Deficit  instead  of  a  Surplus, 
the  allowances  would  probably  have  to  be  shown,  for  they 
are  in  the  nature  of  salary  and  were  probably  taken  in  reg- 
ular or  in  irregular  amounts,  but  the  amount  of  the  deficit 
would  have  been  charged  to  each  partner's  account  in  the 
proportions  agreed  upon. 

Case  2 

The  following  is  taken  from  the  19il  Year  Book  of  the 
New  York  State  Society  of  Certified  Public  Accountants : 

Statement  of  Income  and  Expenses 

Income 

Members'  Dues. $4,131 . 70 

Interest  on  Deposits 56 .  46 

Auxiliary   Guilds — Charter   Payments 

and  Dues 53.00 

Total  Income $4,241 .  16 

Expenses 

American  Association — Dues $826 .  82 

Office  Expense 1,890.59 

General  Expenses 140 .  32 

Entertaining    Delegates    to   American 

Association  Convention 522 .  36 

C.  P.  A.  Legislation 215.00 

Violations  of  C.  P.  A.  Laws 100.00 

American  Association  Year  Books 3 .  00 

Auxiliary  Guilds 12 .  50 

Total  Expenses 3,710.59 

Surplus  for  the  year $530.57 

Comments : 

(a)  Note  that  "Expenses"  is  employed  for  "Expendi- 
tures" in  the  title  of  the  Statement.     The  change  is  un- 
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doubtedly  for  the  better,  because  the  more  customary  and 
conventional  term  is  too  nearly  synonymous  with  disburse- 
ments. As  will  be  emphasized  later,  the  expenses  for  a 
period  are  not  necessarily  equivalent  to  the  disbursements, 
nor  is  the  income  always  equal  to  the  receipts.  As  a  mat- 
ter of  fact,  there  is  seldom  a  coincidence  between  the  pairs. 

Case  3 

The  following  form  is  applicable  to  a  large  hospital: 

Income  and  Expenditure  Account 

1.  Private  Wards 


Salaries $8,500.00 

Food 4,150.00 

Surgical  Supplies 1 ,800 .  00 

General  Expenses 1,450 .  00 

Repairs 375.00 


$14,275.00 
Private  Ward  Surplus     6,375 .  00 


$20,650.00 


Board $18,000.00 

Registry  Fees 50 .  00 

Income    from    invest- 
ments       2,600.00 


$20,650.00 


$20,650.00 


2.     Charity  Wards 


Hospital: 

Salaries $3,200.00 

Food 2,600.00 

Surgical  Supplies.    1 ,500 .  00 

General  Expenses    1,250.00    $8,550.00 

Dispensary: 

Salaries $900.00 

Surgical  Supplies.  750 .  00 

General  Expenses  310.00 

Repairs 50.00      2,010.00 

$10,560.00 


Fees $1,012.50 

Deposits  forfeited. .  8 .  75 

Contributions 2,500 .  00 

Income  from  funds.    4,000 .  00 


$7.521 .25 
Charity  Ward  Deficit S^OSS '.  75 


$10,560.00 


3.    Administration 


$2,000  00 

Cost  of  Administration. . . 

. .    $3  650  00 

750 . 00 

900 . 00 

$3,650.00 

$3,650.00 
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4.    Recapitulation 


Charity  Ward  Deficit $3,038.75 

Ck>st  of  Administration 3,650 .  00 


$6,688.75 


Private  Ward  Surplus $6,375.00 

Year's  Deficit 313.75 


$6,688.76 


Comments : 

(a)  The  form  just  shown  is  sufficiently  complex  to 
serve  the  student  as  a  model  for  any  work  he  may  be  called 
upon  to  do.  It  is  not  intended  to  cover  all  the  items  which 
might  occur  in  the  final  report  or  Revenue  Account  of  a 
hospital,  but  it  is  offered  rather  to  stimulate  thought  on 
the  part  of  the  reader. 

(&)  Carefully  note  the  function  of  the  Recapitulation 
Section.  It  is  a  convenient  means  of  summing  up  the  sepa- 
rate showings  of  a  number  of  departments  or  sections. 

B.  Receipts  and  Payments 
This  Statement  or  account  is  really  a  summarized  Cash 
Account.  The  items  of  receipts  and  of  disbursements  for 
the  period  covered  are  grouped  under  distinct  headings. 
A  few  examples,  each  of  them  corresponding  to  the  same 
numbered  case  of  Revenue  Account,  should  be  helpful. 

*     Case  1 

Statement  of  Receipts  and  Disbursements 

For  the  year  ending  December  31,  1913 
Hinds,  Kahn  &  Lake 

Cash  on  hand,  January  2,  1913 16,843 .  00 

Receipts: 

Fees $29,640.00 

Sub-lease  of  office 325.00   29,965.00 

$36,808.00 
Payments: 

Rent $2,000.00 

Salaries 1,100.00 

Printing 800.00 

Office  Expense 1,040.00 

Office  Fixtures 1,000.00 

Allowances  to  firm 12,000.00    17,940.00 

Balance  on  hand $18,868.00 
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Comments: 

(a)  By  carefully  attending  to  the  following  observa- 
tions the  essential  differences  between  a  Statement  of  Re- 
ceipts and  Payments  and  a  Statement  of  Income  and  Ex- 
penditure may  readily  be  seen. 

(6)  The  Revenue  Account  shows  fees  amounting  to 
$32,000.00,  while  the  summary  Cash  Statement  shows  re- 
ceipts of  only  $29,640.00.  The  student  may  jump  to  the 
conclusion  that  clients  still  owe  $2,360.00  ($32,000.00  less 
$29,640.00).  As  a  matter  of  fact,  the  situation  is  as  fol- 
lows : 

Balance  of  fees  due  from  1912 $6,500  00 

Earned  during  1913  (see  Revenue  a/c) 32,000.00 

$38  500  00 
Collections  during  1913  (see  receipts) 291640. 00 

Balance  due  from  clients  (see  Balance  Sheet, 

later) $8,860.00 

The  student  will  therefore  note  that  the  current  year's 
earnings  are  shown  in  the  Income  and  Expenditure  Ac- 
count, while  the  actual  collections  are  carried  to  the  State- 
ment of  Receipts  and  Payments.  He  will  see,  later,  that 
the  balance  uncollected,  $8,860.00,  is  carried  to  the  Balance 
Sheet,  among  the  other  assets. 

(c)  Three  hundred  and  twenty-five  dollars  were  col- 
lected from  subtenants.  How  is  it,  then,  that  only  $300.00 
is  shown  among  income  items?  The  explanation  is  simple 
enough.  Probably  $25.00  (one  month's  rent)  was  due  on 
December  31,  1912,  and  included  in  last  year's  account, 
but  not  collected  until  some  time  in  1913,  and  consequently 
included  among  this  year's  collections. 

(d)  Rent,  salaries,  office  expense,  and  firm  allow- 
ances (or  drawings)  correspond  on  both  Statements,  so  a 
discussion  of  them  is  unnecessary. 

(e)  How  shall  we  account  for  the  fact  that  although 
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$800.00  was  paid  for  printing,  only  $650.00  is  included 
among  the  revenue  items  ?  The  answer  is  that  some  of  the 
payment  was  for  a  printing  bill  of  last  year.  There  is 
another  solution  which  the  student  should  work  out  for 
himself. 

(/)  The  fact  that  the  $1,000.00  spent  for  office  fixtures 
is  not  included  as  an  item  of  '  *  expenditure ' '  in  the  Income 
and  Expenditure  Account  should  not  surprise  the  student. 
He  should  recall  an  earlier  distinction  between  a  capital  ex- 
penditure and  a  revenue  expenditure.  Office  furniture  rep- 
resents a  change  from  current  or  liquid  assets  to  more  per- 
manent assets.  It  is  not  a  loss  in  the  same  sense  as  a  pur- 
chase of  stamps,  for  example,  is.  The  fixtures,  therefore, 
are  carried  to  the  Balance  Sheet  instead  of  being  shown 
in  the  Income  and  Expenditure  Account. 

(g)  The  fact  that  the  distribution  of  profits  is  not 
sho\Mi  in  the  Summary  Cash  Account  should  suggest  that 
they  were  not  distributed.  The  student  should  look  for 
some  record  of  them  in  the  Balance  Sheet,  shown  on  page 
248,  following. 

Case  2 

The  following  form  is  also  taken  from  the  1911  Year 
Book  of  the  New  York  State  Society  of  Certified  Public 
Accountants : 

Receipts  and  Disbursements 
Cash  in  Banks  and  on  hand  April  1,  1910 . .  $2,001 .  96 

Receipts: 

Members' Dues $3,956.70 

Auxiliary    Guild,    Pioneer    Chapter — 

Dues 33.00 

Interest  on  Deposits 56.46     4,046. 16 

Total $6,048. 12 
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2,  Receipts  and  Disbursements  (Statement  or  Ac- 
count). 

3.  Summary  Cash  (Statement  or  Account), 

The  first  title  is  probably  used  most  frequently.  There 
is  little  ground  for  employing  the  second  in  preference  to 
the  first,  except  for  the  almost  negligible  reason  that  dis- 
bursements *  *  sounds ' '  better  than  payments. 

Cases 

The  preparation  of  a  Statement  of  Receipts  and  Dis- 
bursements, which,  as  we  know,  is  a  Summary  Cash  State- 
ment, is  facilitated  by  a  proper  arrangement  of  the  Cash 
Book.  In  the  case  of  the  hospital,  for  instance,  either  of 
two  arrangements  suggests  itself: 

A  (1)     On  the  receipt  side,  three  columns,  headed: 
(a)     Private  Wards. 
(&)     Charity  Wards 

(c)     General,  for  receipts  not  directly  related 
to  the  first  two  divisions. 
(2)     On  the  payments  side  a  corresponding  arrange- 
ment. 
B  (1)     The  receipt  side  as  outlined. 

(2)     The  payment  side  subdivided  so  as  to  provide 
for  posting  of  totals  and  to  make  unnecessary 
a  recapitulation  under  account  headings.    The 
type  shown  on  page  247  is  sufficiently  illus- 
trative : 
(Note:     The  three  divisions  correspond  to  those  men- 
tioned in  the  first  case,  but  are  so  sectionalized  as  to  facil- 
itate not  only  posting,  but  also  the  preparation  of  the  final 
summary  statement,  that  is,  the  Statement  of  Receipts  and 
Disbursements.     The  money  columns  marked  *'&c. "  are 
intended  to  indicate  that  additional  columns,  with  suit- 
able captions,  are  to  be  added,  varying  with  the  particular 
requirements  of  different  situations.) 


■ 
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The  final  report  form  employed  in  the  accounting  under 
consideration  is  the  Balance  Sheet.  We  shall  consider  the 
one  supplementary  to  Case  1. 

Balance  Sheet  of  Hinds,  Kahn  &  Lake 

Decembeb  31,  1913 


Cash $18,868.00 

Law  Library 10,000.00 

Office  Furniture 3,200.00 

Due  from  Clients 8,860.00 

$40,928.00 


Geo.  K.  Hinds,  Capital $15,255.00 

J.  Kahn,  Capital 14,570 .  00 

S.  J.  Lake,  Capital 11,103.00 

$40,928.00 


Comments : 

(a)  The  balance  of  cash  agrees  with  the  amount  shown 
by  the  Statement  of  Receipts  and  Disbursements. 

(6)  The  law  library,  valued  at  $10,000.00,  has  been 
taken  from  the  Ledger  Account.  The  fact  that  no  depre- 
ciation has  been  written  off  is  evident  from  the  fact  that 
no  such  item  is  mentioned  in  the  Income  and  Expenditure 
Account. 

(c) ,  One  thousand  dollars'  worth  of  office  furniture 
was  bought  for  cash,  it  will  be  recalled.  The  fact  that  this 
item  is  valued  at  $3,200.00  in  the  Balance  Sheet  shows  that 
an  account  with  this  asset  had  been  carried  previously. 

(d)  No  firm  creditors  exist,  as  is  shown  by  the  fact 
that  they  are  not  listed  among  the  liabilities. 

(e)  The  distribution  of  profits,  instead  of  being  de- 
tailed in  the  Balance  Sheet,  is  incorporated  in  the  accounts 
of  the  members  of  the  firm.  Accordingly,  the  accounts  of 
the  partners  show  their  respective  net  interest  in  the  part- 
nership. 

A  Practical  Problem. — In  order  to  be  of  greater  serv- 
ice to  the  student,  we  shall  present,  in  some  detail,  the  con- 
ditions of  an  actual  situation  calling  for  Statements  such 
as  those  which  have  been  included  in  this  chapter.  Let  us 
assume  that  we  have  been  called  in  to  prepare  the  reports 
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for  a  medical  society  whose  income  consists  of  dues,  fines, 
and  interest  on  deposits  and  investments,  while  its  ex- 
penses are  practically  all  administrative.  The  Trial  Bal- 
an'^.e,  which  we  have  found  correct,   follows: 

Trial  Balance  of  the  A.  D.  Medical  Society 

July  1,  1913 

Cash $20,552.00 

Office  Expenses 4,825.00 

Library  Expense 1,240.00 

Library 25,000.00 

Building 150,000.00 

Furniture 32,000.00 

Interest  from  Investments $4,100.00 

Investments 74,000.00 

Mortgage  Payable 60,000.00 

Interest  on  Mortgage 1,500.00 

Fines  Levied 50.00 

Dues  Receivable 12,000.00 

Dues  for  1913 21,600.00 

Salaries 7,200.00 

Publication 4,500.00 

Surplus 247,067.00 

$332,817. 00  $332,817. 00 


An  analysis  of  the  books  and  transactions  along  the 
lines  of  a  thorough  audit,  some  of  the  principles  of  which 
the  student  will  find  outlined  in  Chapter  XV,  reveals  the 
following  facts: 

1.  That  the  books  have  been  kept  by  Double  Entry, 
and  are  now  in  balance. 

2.  That  when  dues  became  payable  the  following  Jour- 
nal entry  was  made: 

Dues  Receivable  $ 

To  Dues  for  (year)  $ 


3.  Dues  Receivable  Account  on  the  General  Ledger 
was  the  Controlling  Account  for  members'  cards.  When 
the  foregoing  Journal  entry  was  made  each  member  was 
charged  for  the  amount  of  his  dues. 
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4.  When  dues  were  paid  Cash  Account  was  debited 
(Cash  Book  entry)  and  Dues  Receivable  Account  was  cred- 
ited. Members  were  credited  on  their  individual  cards  to 
correspond  to  the  credit  to  the  summary  account. 

5.  Publication  Account  represents  an  expense  inci- 
dent to  the  printing  of  scientific  papers  read  before  the 
Society. 

6.  Comments  regarding  some  of  the  other  items  are 
reserved  for  treatment  in  connection  with  the  Statements. 
The  remarks  which  were  made  appeared  necessary  because 
of  the  probable  strangeness  of  the  accounts  involved  to 
most  students. 

The  first  step  in  the  preparation  of  the  Statements,  now 
that  we  have  gained  an  understanding  of  the  nature  of 
the  accounts  with  which  we  have  to  deal,  and  after  we 
have  established  the  fact  that  the  books  are  properly  in 
balance,  is  analogous  to  finding  ' '  inventory ' '  items  in  ordi- 
nary practice.  Accordingly,  we  have  the  following  facts 
which  we  must  observe: 

1.  Office  Expense  Account  does  not  include  sundry 
^ills  for  telephone  use,  towel  service,  etc.,  amounting  to 
$185.00. 

2.  Furniture,  as  appraised,  is  worth  $30,000.00  only, 
so  $2,000.00  must  be  included  among  the  expense  items 
as  depreciation  for  the  period  under  review. 

3.  Three  hundred  and  seventy-five  dollars  is  the 
amount  of  interest  which,  it  is  calculated,  has  accrued  on 
the  investment  holdings. 

4.  Of  the  dues  in  arrears,  it  is  estimated  that  $1,200.00 
cannot  be  collected.  The  directors  decide  that  this  amount 
shall  be  written  off. 

5.  One  hundred  and  fifty-five  dollars  is  the  amount  of 
salary  which  is  due  but  not  yet  payable. 

Certain  adjustments  in  the  form  of  Journal  entries  are 
required  properly  to  place  the  details  referred  to  upon 


ACCOUNTS    OF   NON-TKADING   CONCERNS     251 

the  books.  These  we  will  not  stop  to  show,  assuming  suffi- 
cient knowledge  on  the  part  of  the  student  to  prepare  them 
for  himself.  We  may  thus  proceed  to  the  preparation  of 
the  Statements.  They  will  be  presented  in  the  following 
order,  each  supplemented  by  brief  remarks: 

(a)  Statement  of  Income  and  Expenses;  (6)  State- 
ment of  Receipts  and  Disbursements;  (c)  Balance  Sheet. 

Statement  of  Income  and  Expenses 

for  the  six  months  ended  jtjly  1,  1913 
'  Income 

Dues  for  1913. (half  year) $21,600.00 

Fines 50.00 

Interest  on  Investments. . . .  $4,100.00 

Accrued  to  date 375 .  00     4,475 .  00 

Total  Income $26,125.00 

Expenses 

Office  Expense $4,825.00 

Sundry  bills  not  included...       185.00   $5,010.00 

Library  Expense 1,240.00 

Furniture  Depreciation 2,000 .  00 

Interest  on  Mortgage 1,500.00 

Salaries $7,200.00 

Accrued  to  date.... 155.00  7,355.00 

PubUcation 4,500.00 

Total  Expenses 21,605.00 

Surplus  for  the  Half  Year $4,520.00 

Comments : 

(a)  Note  that  the  current  dues  are  immediately  in- 
cluded among  the  income  items.  But  why  is  the  amount 
of  arrears  written  off  not  shown  among  the  expense  items? 
The  entry  is: 

Surplus  •    $1,200.00 

To  Dues  Receivable  $1,200.00 
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The  reduction  of  Dues  Receivable  and  of  Surplus  is  shown 
in  the  Balance  Sheet.  To  include  the  $1,200.00  in  the 
Statement  of  Income  and  Expenses  would  result  in  an  in- 
correct current  surplus. 

(&)  Office  expenses  amounting  to  $5,010.00  are  shown 
among  the  expenses.  This  should  emphasize  the  point 
made  earlier,  namely,  that  income  and  expense  items  in^ 
curred,  whether  actually  paid  or  not,  are  to  be  shown  in 
the  Statement  of  Income  and  Expenses. 

(c)  Very  little  doubt  can  exist  regarding  the  sound 
policy  of  including  depreciation  among  expense  items. 
Practically  the  same  argument  which  applies  to  these  items 
when  they  occur  in  trading  concerns  is  operative  in  the 
premises. 

(d)  The  second  comment  above  should  be  read  in 
connection  with  salaries. 

Statement  of  Receipts  and  Disbursements 
Cash  on  hand  Jan.  1,  1913 $25,167 .00 

Receipts 

Dues $12,300.00 

Fines... 50.00 

Interest  on  Investments 4,100.00 

Total  Receipts 16,450.00 

Total $41,617.00 

DlSBtJRSEMENTS 

Office  Expense $4,825 .  00 

Library  Expense 1,240 .  00 

Interest  on  Mortgage 3,000 .  00 

Salaries 7,200.00 

Publication 3,000.00 

Library 1,800. 00 

Total  Disbursements $21,065 .  00 

Balance $20,552.00 
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Comments : 

(a)  Dues.  This  item  was  taken  from  its  column  on 
the  debit  side  of  the  Cash  Book,  and  it  was  confirmed  as 
is  herewith  shown : 

Balance,  Jan.  1,  1913 $2,700.00 

Less,  written  off 1,200. 00 

$1,500.00 
1913  dues 21,600.00 

$23,100.00 
Less  amount  due 10,800.00 

Collections $12,300.00 


(6)  The  other  items  of  receipts,  and  all  of  the  dis- 
bursements except  for  the  library,  correspond  with  the 
amounts  shown  by  the  Trial  Balance.  Accordingly,  they 
need  no  explanatory  remarks. 

(c)  The  fact  that  $1,800.00  was  spent  and  charged  to 
the  Library  Account,  but  not  included  among  expenses,  de- 
notes that  it  was  probably  for  the  purchase  of  books.  It 
is  thus  regarded  as  a  capital  expenditure,  and  is  properly 
not  treated  as  an  expense. 


Assets 


Balance  Sheet 

Liabilities  and  Sukplus 


Cash $20,552.00 

Dues  Receivable 10,800.00 

Investments 74,000.00 

Library 25,000.00 

Building 150,000.00 

Furniture 30,000.00 

Int.  on  Investments,  Accrued  375 .  00 


S310,727.00 


Office  Expense,  unpaid $185. 00 

Salary  Accrued 155 .  00 

Mortgage  Payable 60,000 .  00 


Total  Liabilities 60,340 .  00 

Surplus 250,387.00 


$310,727.00 


Comments : 

(a)     All  of  the  items  not  referred  to  specifically  may 
be  traced  easily  to  the  Trial  Balance. 

(&)     The  explanation  for  dues  receivable  will  be  found 
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in  comment   (a)   to  the  Statement  of  Receipts  and  Dis- 
bursements. 

(c)  Remember  that  the  sum  of  $2,000.00  was  written 
off  from  the  Furniture  Account  for  depreciation. 

(d)  The  surplus  is  easily  established  as  follows: 

Surplus,  as  per  books $247,067 .  00 

Deduct  loss  due  to  uncollectable  dues 1,200.00 

$245,867.00 
Add  sxirplus  for  half  year 4,520.00 

$250,387.00 


It  should  be  observed  that  surplus  corresponds  to  the 
"proprietorship"  of  individual  concerns.  It  is  the  dif- 
ference between  the  assets  and  the  liabilities;  it  represents 
the  net  capital  or  present  worth. 

In  such  non-trading  bodies,  especially  in  municipal  ac- 
counting, we  discern  a  tendency  to  establish  the  terms : 

1.  Revenue  Surplus  (or  Deficit),  the  difference  be- 
tween the  current  income  and  the  current  expenses. 

2.  Capital  Surplus,  the  proprietary  balance  already 
described. 

Summary 

Accounting  concerns  itself  not  only  with  the  trans- 
actions of  bodies  primarily  organized  for  trading  purposes 
but  also  with  the  financial  dealings  of  a  large  class  of  in- 
stitutions, which,  for  the  want  of  a  better  term,  are  called 
non-trading.  These  non-trading  concerns  include  lawyers, 
accountants,  engineers, — the  division  which  seeks  profit; 
they  also  include  friendly  societies,  hospitals,  fraternal  or- 
ganizations,— institutions  whose  aim  is  not  profit-making. 

The  student  is  interested  not  so  much  in  the  detailed 
bookkeeping  of  such  organizations  as  he  is  in  the  Final 
Statements  which  are  to  be  prepared.     These  Statements 
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are  three  in  number :  the  Balance  Sheet,  which  presents  no 
new  features ;  the  Statement  of  Income  and  Expenses,  cor- 
responding to  the  Profit  and  Loss  Statement;  the  State- 
ment of  Receipts  and  Payments,  a  Summarized  Cash  State- 
ment. Instead  of  these  last  two  Statements,  we  sometimes 
employ  accounts,  similarly  styled. 

We  wish  to  say  a  final  word  regarding  the  terminology 
employed.  These  terms  are  synonymous:  income  and  ex- 
penses; income  and  expenditure;  revenue.  So  also  these: 
receipts  and  payments;  receipts  and  disbursements,  sum- 
mary cash. 

EXERCISES 

Group  One 

1.  Define  Statement  of  Receipts  and  Disbursements. 

2.  Define  Revenue  Account. 

3.  Differentiate  between  an  Income  and  Expenditure  Ac- 

count and  a  Receipts  and  Payments  Account. 

4.  "What  is  the  function  of  a  Balance  Sheet  in  a  non- 

trading  concern? 

5.  Discuss  the  importance  of  observing  the   distinction 

between  capital  and  revenue  when  applied  to  the 
accounting  system  of  a  hospital. 

6.  Draw  up  a  pro  forma   (items  with  figures  omitted) 

Statement  of  Income  and  Expenses  and  a  Statement 
of  Receipts  and  Payments  for  any  society  with  whose 
•  books  you  are  familiar. 

Group  Two 

1.  Complete  the  following  Trial  Balance,  and  from  it  and 
the  supplementary  data  prepare  the  usual  State- 
ments : 
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The  following  bills  have  not  been  entered: 

New  York  Telephone  Co.  $45.00 

Repairs  to  Library  37.00 

It  is  decided  to  cancel  dues  amounting-  to  $160.00, 
because  of  financial  inability  on  the  part  of  some 
members.  A  donation  of  $1,000.00  worth  of  books, 
made  on  December  31,  1913,  has  not  been  entered. 
2.  Express  your  opinion  as  to  the  financial  condition  of 
this  society. 
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CHAPTER  XI 
STATEMENT  OF  AFFAIRS  AND  DEFICIENCY  ACCOUNT 

A. — 'The  Statement  of  Affairs 

Thus  far  we  have  been  concerned  with  the  accounting 
of  concerns  in  a  flourishing  financial  condition.  "We  are 
about  to  consider  affairs  when  things  are  not  so  bright. 
For  example,  a  business  organization  may  be  in  temporary 
straits,  or  it  may  be  on  the  verge  of  bankruptcy.  In  either 
case,  a  Statement  corresponding  to  the  Balance  Sheet  or 
the  Statement  of  Assets  and  Liabilities  is  prepared.  This 
exhibit  is  called  a  Statement  of  Affairs.  In  addition  to 
the  items  shown  in  a  Balance  Sheet,  it  makes  provision  to 
disclose  what  the  assets  will  probably  net  if  they  are  dis- 
posed of  at  a  forced  sale.  Similarly,  the  liabilities  are 
also  shown,  but  it  may  be  said  in  passing  that  these  ''do 
not  shrink."  The  difference  between  the  assets  and  the 
liabilities,  as  revised,  shows  the  deficit, — the  amount  which 
the  creditors  would  be  unable  to  collect  from  the  business 
proper. 

I.  A  simple  form,  illustrative  of  a  concern  forced  "to 
the  wall"  through  inability  to  collect  its  just  debts,  is 
shown  on  page  259.  Though  the  student  should  carefully 
study  it,  as  well  as  the  comments  on  pages  260  and  261,  it 
is  well  to  caution  him  not  to  regard  this  form  as  final. 
Other  forms  will  be  found  on  pages  262,  265  and  272. 
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Comments : 

(a)  The  amounts  appearing  in  the  columns  headed 
"Gross  Assets"  and  "Gross  Liabilities"  are  taken  from 
the  Ledger.  If  the  books  had  been  kept  by  Double  Entry 
most  of  these  items  would  have  been  taken  from  the  Trial 
Balance,  and  with  the  addition  of  the  proprietorship  bal- 
ance would  have  constituted  the  Balance  Sheet. 

(&)  Cash  remains  unchanged,  of  course.  Notes  Pay- 
able do  not  and  Notes  Receivable  did  not  diminish  in  value, 
so  the  student  should  observe  that  they  are  extended  at 
their  respective  book  values.  If  interest  had  been  accu- 
mulating on  the  notes,  then  in  the  "Expected  to  rank" 
column  the  amount  should  have  been  increased  to  the 
proper  figure. 

(c)  Accounts  Receivable  appear  as  $6,500.00  in  the 
books.  The  accountant's  analysis,  to  be  described  in  the 
chapter  on  Auditing,  discloses  that  only  $2,600.00  repre- 
sents positively  good  items.  There  is  doubt  regarding 
customers'  balances  aggregating  $3,200.00,  but  it  is  thought 
probable  that  $1,200.00  may  be  collected.  The  balance  of 
$700.00  comprises  sundry  accounts  which  either  are  long 
overdue  or  else  refer  to  bankrupts.  Thus,  $6,500.00  of 
book  accounts  has  been  reduced  to  $3,800.00,  a  loss  of 
$2,700.00,  due  in  part  to  forced  dissolution,  for  experience 
proves  that  it  is  always  relativelj'-  more  difficult  to  effect 
collection  upon  dissolution  than-  when  a  concern  is  pursuing 
its  way  in  the  ordinary  course. 

(d)  The  difference  between  the  book  values  of  mer- 
chandise and  of  fixtures,  and  the  amounts  which  they  are 
expected  to  bring  at  a  forced  sale,  shows  what  a  sacrifice 
often  results  in  such  situations. 

(e)  Note,  now,  that  the  total  assets  of  $15,450.00  have 
shrunk  to  $9,750.00.  This  last  amount  is  all  that  is  avail- 
able to  meet  the  demands  of  various  creditors  with  claims 
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aggregating  $13,000.00.  In  other  words,  creditors  can  ex- 
pect only  75  per  cent.  (^^)  of  their  claims.  In  cases 
of  bankruptcy,  the  bankrupt  is  usually  discharged  from 
the  debts  which  he  cannot  pay,  so  that  the  creditors  can- 
not receive  the  balance  lost. 

(/)  We  are  now  in  a  good  position  to  realize  the  func- 
tion of  a  Statement  of  Affairs.  It  is  to  show  how  much 
creditors  may  reasonably  expect  to  collect  if  the  business  is 
to  be  discontinued.  But  it  must  not  be  forgotten  that 
there  is  no  absolute  finality  about  the  conclusions  con- 
tained in  the  Statement  discussed,  because  the  "Expected 
to  realize"  column  is  based  upon  the  belief  that  the  amount 
shown  opposite  each  item  will  be  the  amount  of  cash  actu- 
ally realized.  As  a  matter  of  fact  the  final  amount  of 
money  available  for  the  settlement  of  creditors'  claims  will 
be  more  or  less  than  that  shown  by  the  Statement  itself. 
Though  more  money  may  be  collected  than  shown,  due  to 
the  conservatism  involved  in  estimating  the  goodness  of 
claims  against  others  and  the  value  of  other  assets,  it  must 
not  be  forgotten  that  heavy  legal  expenses  are  usually  in- 
volved in  the  process  of  dissolution,  a  factor  which  reduces 
the  final  dividend  to  creditors. 

II.  "We  shall  now  consider  a  Statement  somewhat  more 
complicated  by  the  addition  of  factors  which  were  not  pres- 
ent in  the  first  case.  The  law  divides  creditors  into  two 
classes:  preferred  creditors  and  ordinary  creditors.  Pre- 
ferred debts  include  those  due  to  the  state  or  other  public 
body,  as  for  taxes  and  assessments,  and  debts  due  as  wages. 
It  is  mandatory  that  these  debts  shall  be  paid  in  full,  if 
possible,  so  the  sum  of  such  items  is  deducted  from  the  net 
assets,  leaving  the  balance  of  the  assets  available  for  dis- 
tribution among  the  ordinary  creditors.  The  student 
should  observe  how  the  following  form  observes  the  legal 
requirements  just  mentioned: 
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Comments : 

(a)  In  order  to  present  as  many  different  forms  as 
are  possible  in  the  limited  space  at  our  disposal,  we  have  in- 
troduced this  form,  which  differs  slightly  from  the  first 
one.  The  two  columns  on  each  side  are  placed  close  to- 
gether instead  of  being  separated,  and  "Gross  Assets'* 
and  ** Gross  Liabilities"  have  been  displaced  by  "Nominal 
Value."  "Book  Value"  may  also  be  employed,  likewise 
"Nominal  Assets"  and  "Nominal  Liabilities,"  but  those 
shown  in  the  illustrations  are  most  commonly  employed 
by  recognized  authorities.  And  while  referring  to  other 
titles  it  is  appropriate  to  mention  the  fact  that  the  reader 
of  English  texts  will  find  the  asset  and  liability  side  of 
these  Statements,  as  also  of  ordinary  Balance  Sheets,  trans- 
posed. American  writers  and  practitioners,  who  are  under 
British  influence  still,  will  naturally  employ  English  forms. 
But  it  is  well  for  the  student  to  know  that  American  prac- 
tice is  rapidly  coming  into  its  own,  so  that  he  need  not 
hesitate  to  employ  domestic  forms,  which,  in  general,  have 
logic,  if  not  age,  on  their  side. 

(&)  Observe  how  the  $1,000.00  representing  preferred 
claims  is  not  extended  into  the  "Expected  to  Eank"  col- 
umn, but  deducted  from  the  amount  of  assets  "Expected 
to  realize. ' '  In  practice,  it  is  customary  to  label  items  such 
as  this: 

Deducted  from  Assets  as  per  contra         $1,000,00 

and  on  the  asset  side  to  put : 

Less  Preferred  Creditors  as  per  contra     $1,000.00 

(c)  In  this  case  the  general  or  ordinary  creditors  have 
claims  amounting  to  $12,000.00,  which  must  be  satisfied  by 
$8,750.00  of  assets.  Thus  a  dividend  of  72  per  cent.  -\- 
i'^M))  ^  available  for  them. 
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(d)  It  is  not  believed  that  further  help  regarding  this 
particular  form  is  necessary.  The  comments  following 
the  first  form,  except  as  modified  in  the  second,  apply  with- 
out reserve. 

III.  As  a  final  step,  we  shall  modify  still  further  the 
conditions  already  presented.  But  in  order  to  make  them 
applicable  to  the  business  for  which  the  last  two  Statements 
were  prepared,  let  us  assume  that  among  the  assets  are 
investment  holdings  amounting  to  $8,000.00  and  that  these 
investments  are  held  as  security — as  collateral  security — by 
a  creditor  of  whom  was  borrowed  $6,000.00.  The  student 
will  do  well  to  discover  for  himself  what  changes  result 
from  the  introduction  of  the  items  just  referred  to,  though 
explanations  will  be  found  among  the  comments. 

The  final  Statement  of  Affairs  will  be  found  illustrated 
on  the  following  page. 
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Comments : 

(o)  The  form  of  this  Statement  is  similar  to  the 
first  one  presented,  and  it  is  based  upon  those  most  fre- 
quently employed. 

(6)  It  has  been  assumed  that  no  book  entry  had  been 
made  when  the  investment  securities  amounting  to  $8,000.00 
had  been  deposited  with  the  secured  creditor  as  collateral 
for  the  $6,000.00  loan.  For  this  reason  Investments  is  still 
charged  with  $8,000.00  in  the  ** Gross  assets"  column,  but 
as  the  creditor  (lender)  will  retain  sufficient  from  the 
same  to  reimburse  himself,  only  $2,000.00  will  be  available 
for  the  claims  of  the  general  creditor,  and  so  it  is  the 
latter  amount  which  has  been  extended  into  the  ' '  Expected 
to  realize"  column.  For  a  similar  reason,  the  $6,000.00  due 
on  the  loan,  shown  as  "Creditors  fully  secured,"  has  not 
been  carried  into  the  '  *  Expected  to  rank ' '  column.  As  the 
secured  creditor  will  keep  the  $6,000.00  due  himself,  he 
will  not  have  to  depend  upon  the  "balance  of  available  as- 
sets. Not  only  will  he  be  fully  reimbursed,  but  he  will 
actually  return  $2,000.00,  the  excess  of  the  value  of  the 
collateral  over  the  amount  due  him.  It  has  been  assumed, 
quite  obviously,  that  the  market  value  of  the  securities 
coincides  with  the  book  value. 

B. — Deficiency  Account 

When  a  concern  is  forced  to  inform  its  creditors  that 
it  will  be  unable  to  pay  them  in  full,  it  has  been  shown 
that  it  is  customary  to  prepare  a  Statement  of  Affairs  as 
a  forecast  of  what  dividend  they  may  expect,  that  is,  in 
the  language  of  the  street,  how  many  cents  on  the  dollar 
probably  will  be  available  for  them.  But  there  exists  an 
evident  moral  obligation  to  show  why  creditors  cannot  be 
paid  in  full.  And  the  bankruptcy  laws  provide  on  legal 
grounds  for  a  compulsory  Statement  of  the  same  kind. 
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This  Statement,  which  may  be  regarded  both  as  an  excuse 
and  as  a  reason  for  failure  to  pay  all  debts  in  full,  is 
known  as  a  Deficiency  Account.  It  will  be  presented  most 
easily  in  connection  with  the  corresponding  Statement  of 
Affairs. 

1.  This  form  corresponds  to  the  first  Statement  of 
Affairs  shown  in  the  last  section.  We  will  assume  that 
the  concern,  a  partnership,  had  been  in  business  but  a 
single  year.  The  books  show  that  the  two  partners  each 
invested  $2,500.00,  that  Mr.  A.  drew  for  his  private  use 
$540.00,  while  Mr.  B.  drew  $200.00,  and  that  $1,810.00  had 
been  the  net  business  loss  for  the  period.  An  acceptable 
form  of  the  Deficiency  Account  follows: 


Deficiency  Account 


To  Mr.  A's  Investment $2,500.00 

To  Mr.  B's  Investment 2,500.00 

To  Deficiencj',  as  per  State- 
ment of  Affairs 3,250.00 


S8,250.00 


By  sundry  trade  losses  as  per 

Profit  and  Loss  Account 

By  shrinkage  as  per  Statement 

of  Affairs: 
Accts.  Receivable ...    $2,700  00 

Merchandise 2,000 .  00 

Fixtures 1,000.00 

By  personal  Drawings: 

Mr.  A 540.00 

Mr.  B 200.00 


$1,810.00 


$5,700.00 


740.00 


$8,250.00 


Comments : 

(a)  The  student's  attention  probably  will  be  arrested 
by  the  use  of  "To"  and  "By."  No  logical  argument  can 
be  advanced  at  this  late  day  for  the  retention  of  these 
obsolete  prepositions,  which  at  one  time  were  employed 
universally  as  the  ear-marks  of  debit  and  credit.  Though 
American  accountants  practically  have  dropped  these  prep- 
ositions in  journalizing  and  posting,  they  retain  them  in 
the  Deficiency  Account. 

[h)  The  student  will  find  that,  instead  of  listing  the 
-separate  investments,  it  is  customary  to  group  them  under 
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the  more  general  term  "Capital,"    It  is  also  more  usual  to 
show  drawings  in  a  single  item. 

(c)  Notice  that  the  shrinkages  in  the  values  of  the 
assets  correspond  to  the  difference  between  the  total  of  the 
"Gross  assets"  column  and  the  total  of  the  "Expected  to 
realize"  column  of  the  Statement  of  Affairs. 

(d)  The  difference  between  the  capital  invested 
($5,000.00)  and  the  sum  of  the  trade  losses,  shrinkages, 
and  withdrawals  ($8,250.00)  is  the  amount  of  the  de- 
ficiency ($3,250.00).  It  should  be  observed  that  this  dif- 
ference is  exactly  the  amount  shown  by  the  Statement  of 
Affairs. 

(e)  The  Deficiency  Account  is  often  shown  with  the 
sides  reversed,  that  is,  with  the  losses,  shrinkages,  and  with- 
drawals on  the  debit  side,  and  the  capital  and  deficiency 
on  the  credit  side.  No  rational  basis  of  choice  can  be  sug- 
gested, but  the  form  shown  is  more  popular. 

2.  The  Deficiency  Account  for  the  second  Statement 
of  Affairs,  provided  that  the  conditions  submitted  for  the 
first  account  remained  unchanged,  would  be  exactly  like 
the  one  shown.  We  show  it  herewith  in  its  more  usual 
form: 


Deficiency  Account 


To  Capital  Invested $5,000.00 

To  Deficiency  as  per  Statement 
of  Affaire 3,250.00 


$8,250.00 


By  sundry  trade  losses $1,810.00 

By  Shrinkage  as  per  Statement 
of  Affairs: 

Accts.  Receivable.  $2,700.00 

Merchandise 2,000.00 

Fixtures 1,000.00    5,700.00 


By  Partner's  Drawings . 


740.00 
$8,250.00 


Comments : 

(a)  This  account  corresponds  to  the  second  Statement 
of  Affairs  shown,  and  assumes  the  conditions  outlined  in 
the  remarks  preliminary  to  the  first  Deficiency  Account. 
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(&)  Comment  (&)  following  the  first  Deficiency  Ac- 
count, has  been  observed  in  the  preparation  of  this  account. 

3.  For  the  sake  of  variety,  let  us  assume  that  the  third 
Statement  of  Affairs  referred  to  a  corporation  which  on 
July  1,  1913,  had  just  ended  the  third  year  of  its  existence. 
Its  authorized  capital  was  $10,000.00,  but  only  $8,000.00 
of  stock  had  been  issued,  and  the  same  had  been  fully  paid 
for.  The  Profit  and  Loss  Statement  for  the  fiscal  year 
ending  July  1,  1911,  showed  a  net  profit  of  $1,600.00;  that 
for  the  period  ending  July  1,  1912,  a  net  loss  of  $1,185.00 ; 
the  last  one  a  net  loss  of  $2,765.00.  Dividends  amounting 
to  $1,200.00  were  declared  and  paid,  July  1,  1911.  The 
reason  for  the  deficiency  of  $1,250.00  shown  by  the  third 
Statement  of  Affairs  is  to  be  found  in  the  following : 

Deficiency  Account 


To  Capital  Invested $8,000.00 

To  Net  Profit  for  1910-1911  as 
per  Profit  and  Loaa  State- 
ment       1,600.00 

To  Deficiency  as  per  State- 
ment of  Affairs 1,250.00 


$10,850.00 


By  Net  Loss,  as  per  Profit  and 
Loss  Statement: 

1911-1912 $1,185.00 

1912-1913 2,765.00   $3,950.00 

By  Shrinkage  as  per  State- 
ment of  Afifairs: 

Accounts  Receiv- 
able  $2,700.00 

Merchandise 2,000 .  00 

Fixtures 1,000.00      5,700.00 

By  Dividends  paid 1,200 .  00 

$10,850.00 


Comments : 

(a)  Note  that  the  actual  capital  ($8,000.00)  invested, 
not  the  nominal  authorization   ($10,000.00),  is  employed. 

(&)  As  profits  tend  to  increase  capital,  they  are  added 
to  the  capital  as  shown. 

(c)  Dividends,  in  a  corporation,  correspond  to  part- 
nership withdrawals,  so  the  former  should  be  listed  as 
shown. 

A  Practical  Problem  Solved. — Before  closing  this 
chapter,  we  shall  submit  and  solve  a  problem  such  as  the 
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student  may  be  called  upon  to  handle  soon.  In  doing  so 
we  are  simply  following  the  general  SQheme  of  this  book  to 
make  it  of  greatest  service  to  the  beginner. 

M.  R.  Brown  commenced  business  on  August  14,  1912. 
He  did  not  deem  it  necessary  to  ascertain  his  progress  on 
the  following  December  31st,  so  that  when  you  were  called 
in  on  December  31,  1913,  the  business  had  been  in  existence 
for  about  sixteen  months.  The  bookkeeper  submitted  to 
you,  and  you  found  to  be  correct,  the  following: 


Trial  Balance  of  M.  R.  Brown 

FOR  THE  PERIOD  FROM  AuG.  14,  1912,  TO  DeC.  31,  1913 


Cash $3,000.00 

Notes  Receivable 4,200 .  00 

Accounts  Receivable . .  8,000 .  00 

Fixtures 2,000.00 

Purchases 25,500.00 

Salary 2,500.00 

M .  R.  Brown,  Drawing  1 ,800 .  00 

Expenses 2,000.00 

Discount  on  Sales 350 .  00 

Interest 150.00 

Commission 1,000.00 


$50,500.00 


Sales $18,000.00 

Notes  Payable 5,000 .  00 

Accounts  Payable ....    20,000 .  00 
M .  R.  Brown,  Capital     7,500 .  00 


$50,500.00 


The  inventory  of  merchandise  was  $10,200.00,  the  value 
of  the  fixtures  $1,700.00,  and  wages  amounting  to  $300.00 
had  not  been  paid  nor  entered.  Water  taxes  amounting 
to  $175.00  had  been  neither  entered  nor  paid.  Mr.  Brown 
directed  you  to  accept  all  the  other  accounts  as  correct, 
and  to  prepare  a  Profit  and  Loss  Statement  and  a  Balance 
Sheet,  but  not  to  close  the  books. 

In  compliance  with  Mr.  Brown's  instructions,  you  sub- 
mitted a  Balance  Sheet  showing  a  net  capital  of  $1,625.00, 
and  a  Profit  and  Loss  Statement  showing  a  net  loss'  of 
$4,075.00.  Your  statements  astounded  Mr.  Brown,  who 
thought  his  business  was  holding  its  own.    After  consulting 
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with  you,  he  decided  to  accept  your  suggestion  to  prepare 
a  Statement  of  Affairs,  and  a  Deficiency  Account,  to  submit 
to  his  creditors.  He  agreed  to  pay  for  your  services  out  of 
his  own  pocket,  so  that  the  balance  of  cash  should  remain 
intact. 

After  consultation  and  analysis,  you  determined  to  in- 
corporate in  your  reports,  which  were  to  be  prepared  for 
the  benefit  of  the  creditors  and  to  be  submitted  to  them  for 
whatever  action  they  deemed  necessary,  the  following  addi- 
tional facts: 

1.  Of  accounts  receivable,  $1,200.00  represented  ab- 
solutely bad  debts;  $2,000.00  comprised  doubtful  accounts 
of  which  it  was  believed  60%  would  be  collected  eventu- 
ally; balance  good. 

2.  Notes  receivable  were  deemed  to  be  worth  their 
book  value. 

3.  Fixtures  would  bring  no  more  than  $800.00  upon 
a  foreclosure. 

4.  Merchandise  represented  marketable  goods  which 
were  worth  fully  $7,500.00. 

You  then  prepared  the  Statement  of  Affairs  and  the 
Deficiency  Account  shown  on  pages  272  and  273,  respec- 
tively, and  added  a  supplemental  note  that  the  dividends 
to  creditors,  as  shown,  would  probably  be  materially  re- 
duced by  the  fact  that  various  expenses  were  connected 
with  the  process  of  dissolution,  and  these  expenses  must  be 
paid  in  full  before  the  general  creditors  were  entitled  to 
their  respective  shares. 

As  you  study  the  two  Statements,  give  most  attention 
to  the  arrangement  of  the  items  so  as  to  be  able  to  repro- 
duce them.  Mere  reading  is  not  suiBcient.  Make  sure  that 
you  can  assign  a  good  reason  for  the  position  which  each 
occupies,  and  also  that  you  agree  with  the  amounts  as 
listed.    You  must  take  nothing  for  granted. 
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Deficiency  Accoiint 

To  Capital  at  commencement .    $7,500 .  00 
To  Deficiency  as  per  State- 
ment of  Affairs 3,975  00 

By  Sundry  Trade  Losses  as 

per  books $3,775.00 

By  Shrinkages  as  per  State- 
ment of  Affairs: 
Accounts  Receiv- 
able  $2,000.00 

Merchandise 2,700 .  00 

Fixtures 1,200 .  00      5,900 .  00 

By  Drawings 1,800 .  OO 

$11,475.00 

$11,475.00 

Comments  on  the  Statement  of  Affairs: 

(a)  The  student  should  not  be  worried  over  the  fact 
that  some  technical  features  are  slightly  different  from 
those  of  the  Statements  previously  submitted.  He  should 
recall  that  a  variety  of  forms  may  be  used. 

(&)  The  "Nominal  Value"  column  of  assets  is  exactly 
equal  to  the  asset  side  of  the  Balance  Sheet,  except  for 
the  item  of  fixtures.  This  was  listed  at  $1,700.00  on  the 
Balance  Sheet,  but  it  is  here  shown  as  $2,000.00,  because 
no  adjustment  entry  for  depreciation  had  been  made. 

(c)  It  may  be  assumed  that  the  merchandise  inven- 
tory had  been  entered  in  the  books. 

(d)  Similarly,  it  may  be  assumed  that  the  deferred 
liabilities  had  been  entered  also. 

(e)  The  difference  between  the  two  Nominal  value 
columns  discloses  a  net  capital  of  $1,925.00  ($27,400.00  less 
$25,475.00).  It  will  be  remembered  that  the  Balance 
Sheet's  net  capital  was  only  $1,625.00.  How  can  we  ac- 
count for  the  difference  of  $300.00?  Fixtures  were  listed 
at  only  $1,700.00  on  the  Balance  Sheet,  whereas  they  ap- 
peared at  their  full  book  value  in  the  Statement  of  Af- 
fairs. 

(/)  Without  taking  into  consideration  the  expenses  of 
winding  up  the  business,  your  report  showed  a  probable 
dividend  of  about  84%. 
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Comments  on  the  Deficiency  Account: 

(o)  As  in  the  more  theoretical  eases  we  have  discussed, 
this  account  is  intended  to  explain  how  it  is  that  Mr.  Brown 
is  able  to  oflFer  only  about  eighty-four  cents  on  the  dollar 
to  his  creditors. 

(6)  Note  that  the  sundry  trade  losses,  according  to 
the  "books"  instead  of  according  to  the  Profit  and  Loss 
Statement,  amount  to  $3,775.00.  It  should  be  remembered 
that  the  Net  Loss  ascertained  previously  included  depre- 
ciation of  $300.00  on  fixtures.  Inasmuch  as  the  books  were 
not  closed  nor  adjusted,  they  show  the  loss  given  rather 
than  the  one  of  $4,075.00,  as  per  the  Profit  and  Loss  State- 
ment. 

Summary 

A  list  of  the  assets  and  liabilities  of  a  concern  either 
insolvent  or  in  temporary  financial  difficulties,  so  arranged 
as  to  indicate  how  much  the  general  creditors  may  ex- 
pect upon  settlement,  is  called  a  Statement  of  Affairs. 
It  is  not  prepared  unless  the  business  is  insolvent,  or,  if 
solvent,  only  when  it  cannot  pay  its  maturing  obligations. 
Such  a  situation  may  exist,  for  example,  when  a  con- 
cern's current  liabilities  exceed  its  current  assets.  This 
is  sometimes  the  unfortunate  situation  a  bank  finds  itself 
in  when  there  is  a  "run"  on  it  by  its  depositors.  The 
Statement  is  prepared  to  indicate  the  measure  of  insol- 
vency. 

The  form  employed  by  American  accountants  is  based 
upon  that  prescribed  by  the  so-called  "English  Com- 
panies Act."  It  is  like  a  Balance  Sheet  with  two  columns 
on  each  side.  One  column  on  the  asset  side  is  for  the  pur- 
pose of  listing  the  nominal  or  book  value  of  the  assets. 
Another  column  is  employed  to  show  what  these  assets 
are  expected  to  produce  when  disposed  of  for  the  benefit 
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of  creditors.  The  first  column  on  the  liability  side  cor- 
responds to  the  first  column  on  the  other  side.  The  second 
is  for  the  ranking  liabilities,  that  is,  for  the  general  cred- 
itors. The  debts  due  preferred  creditors,  instead  of  being 
extended  into  this  column,  are  deducted  from  the  second 
asset  column.  Secured  creditors  are  also  shown  in  a  special 
way.  If  the  collateral  in  the  hands  of  such  creditors  proves 
insufficient,  then  they  become  general  creditors  for  the 
balance. 

The  Deficiency  Account  is  a  supplementary  form  em- 
ployed in  connection  with  the  Statement  of  Affairs.  Its 
purpose  is  to  explain  the  deficiency  shown  to  exist  by  the 
first  Statement.  On  one  side  are  entered  the  business 
losses,  the  losses  due  to  shrinkages  in  value  of  assets  and 
the  withdrawals  or  dividends.  On  the  other  side  the  in- 
vestment is  placed,  so  that  the  difference  between  both 
sides  is  exactly  equal  to  the  deficiency  which  is  to  be  ex- 
plained. 

EXERCISES 

Group  One 

1.  Clearly  distinguish  {a)  Statement  of  Assets  and  Lia- 

bilities— (&)   Balance  Sheet — (c)  Statement  of  Af- 
fairs. 

2.  "What  is  the  function  of  a  Statement  of  Affairs? 

3.  Define  Deficiency  Account. 

4.  Who  constitute  preferred  creditors?     How  are  they 

shown  on  the  Statement  of  Affairs. 

5.  "What  is  meant  by  "creditors  fully  secured"?     By 

* '  creditors  partially  secured ' '  ? 

6.  How  can  the  accountant  know  what  the  book  assets 

will  produce  when  sacrificed? 

7.  "What  is  the  relationship  between  the  Statement  of 

Affairs  and  the  Deficiency  Account? 
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Group  Two 

1.  Prepare  a  Statement  of  Affairs  and  a  Deficiency  Ac- 

count for  Mr.  Black,  whose  Balance  Sheet  is  shown 
on  page  162.  He  has  been  in  business  two  years,  for 
which  period  his  net  loss  has  been  $1,800.00  He 
commenced  with  a  capital  of  $8,000.00,  and  his 
drawings  during  the  past  two  years  amounted  to 
$1,200.00.  You  are  informed  that  his  Accounts  Re- 
ceivable are  all  good.  Accounts  Payable  include 
taxes  amounting  to  $600.00.  Upon  a  forced  sale, 
it  is  expected  that  the  goods  on  hand  will  bring 
$2,200.00,  real  estate  $2,500.00,  and  machinery 
$3,500.00. 

2.  Prepare  a  Statement  of  Affairs  and  a  Deficiency  Ac- 

count on  the  basis  of  the  data  furnished  by  Prob- 
lem 1,  Group  two,  page  182.  Assume  the  following 
facts:  (a)  Merchandise  will  probably  bring 
$4,100.00;  (&)  Office  furniture  $325.00;  (c)  Ac- 
counts receivable  consist  of  $4,300.00  good  debts, 
$2,500.00  doubtful,  estimated  to  be  worth  60%,  bal- 
ance bad;  (d)  Notes  Receivable  are  all  good. 
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CHAPTER  XII 


REALIZATION  AND   LIQUIDATION 

In  this  chapter  we  shall  briefly  consider  the  accounting 
problems  which  arise  upon  the  dissolution  of  a  concern. 
The  decision  to  liquidate  may  be  the  result  of  a  desire 
to  discontinue  business,  or  it  may  be  caused  by  insolvency. 
We  shall  give  our  immediate  attention  to  the  problem  of 
liquidating  a  solvent  concern. 

I.  Let  us  assume  ourselves  the  accountants  for  the 
firm  of  L.  &  M.,  equal  partners,  who  decide  to  retire  from 
business  on  April  30,  1913,  on  which  date  their  condition 
is  disclosed  by  the  following: 

Balance  Sheet 


Cash ". $3,800.00 

Accounts  Receivable . .  16,410 .  00 

Notes  Receivable 8,900 .  00 

Merchandise 10,000 .  00 

Fixtures 3,265.00 

$42,375.00 


Notes  Payable $10,000. 00 

Accounts  Payable ....      8,675 .  00 

L.  Capital  a/c 12,500 .  00 

M.  Capital  a/c 11,200.00 


$42,375.00 


As  it  may,  and  usually  does,  take  quite  a  considerable 
period  of  time  to  realize  on  all  t^p  assets  and  liquidate 
all  liabilities,  it  is  customary  to  delegate  the  duty  of 
winding  up  affairs  to  a  committee  of  one  or  more.  In  this 
case  Mr.  M.  agrees  to  perform  this  work  without  com- 
pensation. Though  not  necessary,  it  is  quite  customary  to 
open  a  new  Ledger  to  which  the  assets  and  liabilities  are 
carried.  W.e  will  assume  that  this  has  been  done  in  the 
ease  before  us.  We  shall  also  employ  a  new  Journal  and 
a  new  Cash  Book,  both  of  simple  design. 

The  first  entry  in  the  Journal  is  for  the  purpose  of 
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establishing  Mr.  M.'s  relationship  as  a  sort  of  trustee. 
Evidently,  he  is  accountable  for  the  net  capital  of  $23,- 
700.00,  that  is,  for  the  difference  between  the  total  assets 
($42,375.00)  entrusted  to  him  for  collection  and  realiza- 
tion, and  the  total  liabilities  ($18,675.00)  which  he  is  to 
liquidate.  If  the  individual  assets  and  the  individual  liabil- 
ities had  been  transferred  as  previously  indicated,  the  fol- 
lowing form  of  Journal  entry  would  probably  suit  the 
student : 

Assets  (itemized) $42,375.00 

To  Liabilities  (itemized) $18,675.00 

Mr.  M.,  Trustee 23,700.00 

But  we  have  to  observe  certain  technical  requirements 

and  accepted  usage,  so  our  theoretical  entry  is  modified 

accordingly.     The    essential  modification   consists  of  the 

substitution  of  the  Realization  and  Liquidation  Account 

for  that  of  the  assets  and  the  liabilities,  so,  instead  of  the 

entry  shown,  w^e  have  the  following  two : 

Trustee's  Summary  Cash  Account. . . .    $3,800.00 
Realization  and  Liquidation  Accoimt . .    38,575 .  00 

To  Mr.  M.,  Trustee $42,375.00 

Mr.  M.,  Trustee 18,675.00 

To   Realization   and   Liquidation 

Account 18,675.00 

It  should  now  be  clear  that  the  Realization  and  Liqui- 
dation Account  is  a  summary  account  which,  on  the  debit 
side,  shows  the  total  amount  of  assets  to  be  realized  on, 
and  on  the  credit  side  the  total  amount  of  liabilities  to  be 
liquidated.^  Cash,  many  accountants  hold,  should  not  be 
carried  to  the  Realization  and  Liquidation  Account,  be- 
cause the  trustee  must  "not  realize  on  it."  The  student 
should  note  that  if  all  our  accounts  were  kept  in  the  same 
Ledger  this  book  would  not  be  in  balance,  for  the  reason 

*  The  student  should  not  accept  this  statement  as  a  final  definitiop 
of  the  Bealization  and  Liquidation  Account.  It  will  be  modified  sub- 
sequently. 


EEALIZATION  AND   LIQUIDATION 


279 


that  the  assets  would  be  listed  twice:  once  individually 
and  once  summarized.  The  liabilities  would  be  duplicated 
similarly.  Still,  this  is  not  strange,  for  ordinary  books 
would  also  be  out  of  balance,  if,  for  example,  we  listed  Ac- 
counts Receivable  and  the  individual  debtors  on  the  same 
Trial  Balance  Sheet  or  entered  them  on  the  same  Ledger. 
Now  what  entries  are  required  when  some  of  the  assets 
are  realized  on,  that  is,  when  some  debtors  pay?  Just 
as  in  ordinary  accounting,  Cash  Account  is  debited  and 
the  Personal  Account  of  the  creditor  and  Accounts  Re- 
ceivable credited.  So,  also,  for  the  other  assets.  "When 
all  the  assets  have  been  collected  or  converted  into  cash, 
and  when  all  the  liabilities  have  been  paid  or  liquidated, 
the  following  Journal  entries  are  in  order : 

Trustee's  Summary  Cash  Account $38,575.00 

To  Realization  and   Liquidation 

Account $38,575.00 

Realization  and  Liquidation  Account. .   18,675 .  00 
To  Trustee's  Summary  Cash  Ac- 
count    18,675.00 

The  Realization  and  Liquidation  Account  is  now  closed, 
and  the  trustee  prepares  his  final  reports  to  show  the 
record  of  his  stewardship.  These  are  the  Realization  and 
Liquidation  Account  and  the  Trustee's  Summary  Cash 
Account. 

Realization  and  Liquidation  Account 

OF  THE  FTBM  OF  L.  &   M.,  SUBMnTED  BY  M.,   TRUSTEE,  JULY   12,    1913. 


Assets  to  be  Realized: 
Accts.Receivable$16,410 .  00 
Notes    Receiva- 
ble       8,900.00 

Merchandise  .  . .    10,000 .  00 

Fixtures 3,265 .  00  $38,575 .  00 


Liabilities  Liquidated: 
Accts.  Payable  .    $8,675 .  00 
Notes  Payable. .    10.000.00    18,675.00 


$57,250.00 


Liabilities  to  be  Liquidated: 
Accts.  Payable .    $8,675 .  00 
Notes  Payable .    10,000 .  00  $18,675 .  00 


Assets  Realized: 
Accts.  Receiva- 
ble  $16,410.00 

Notes  Receiva- 
ble       8,900.00 

Merchandise ...    10,000 .  00 

Fixtures 3,265.00   38,575.00 


$57,250.00 
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Summary  Cash  Account 
Submitted  by  M.,  Trustee,  July  12,  1913,  for  the  firm  of  L.  &  M. 


Cash  on  hand  at  com- 
mencement    $3,800 .  00 

Accounts  Receivable. .  16,410.00 

Notes  Receivable 8,900 .  00 

Merchandise 10,000 .  00 

Fixtures 3,265.00 

$42,375.00 


Accounts  Payable $8,675 .  00 

Notes  Payable 10,000 .  00 

Balance 23,700.00 


$42,375.00 


Comments : 

(a)  Note  the  difference  between  the  Realization  and 
Liquidation  Account  as  it  would  appear  if  in  the  Ledger, 
and  the  final  form  submitted  by  the  trustee.  When  the 
student  is  asked  to  prepare  one  of  these  accounts,  it  is  the 
latter  form  which  is  to  be  employed. 

(&)  When  the  balance  of  cash  is  turned  over  to  the 
firm  of  L.  &  M.,  the  two  accoimts  which  are  still  open  in  the 
trustee's  books  will  be  closed.  These  are  the  Trustee's 
Summary  Cash  Account  and  the  account  of  Mr.  M., 
Trustee. 

(c)  As  it  is  practically  impossible  to  realize  on  the 
assets  in  full,  and  as  there  are  always  some  expenses  at- 
tached to  the  winding  up,  even  if  the  trustee  works  with- 
out remuneration,  we  shall  next  consider  this  problem  as 
modified  by  these  and  other  'practical  factors. 

II.  It  is  desired  to  prepare  the  Realization  and  Liqui- 
dation Account,  the  Trustee's  Summary  Cash  Account  and 
the  final  Balance  Sheet  for  L.  &  M.,  with  these  facts  taken 
into  consideration: 

1.  Accounts  Receivable  produced  $15,385.00,  the  bal- 
ance being  lost  in  discounts  and  compromises  to  hasten 
settlement. 

2.  One  of  the  notes  in  the  firm's  favor  for  $1,000.00 
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is  not  due  until  September,  and  as  ]\Ir.  M.  is  willing  to 
accept  it  in  part  settlement  of  his  capital  account,  it  was 
not  discounted.    The  others  were  paid  in  full. 

3.  Merchandise  was  sold  for  $8,750.00  and  the  fixtures 
for  $2,500.00. 

4.  Creditors  allowed  us  $1,800.00  on  notes  and  book 
accounts  for  prepayment. 

5.  Expenses  of  trustee  $335.00. 

Realization  and  liquidation  Account 


Assets  to  be  Realized: 

Accts.  Receiva- 
ble   $16,410.00 

Notes  Receiva- 
ble       8,900.00 

Merchandise  ...    10,000 .  00 

Fixtures 3,265 .  00  $38,575 .  00 

Liabilities  Liquidated: 

Accts.  Payable. .    $8,000.00 

Notes  Payable. .      8,875.00    16,875.00 


Realization  and   Liquidation 
Expenses  i 335.00 


$55,785.00 


Liabilities  to  be  Liquidated: 
Accts.  Payable  .    $8,675 .  00 
Notes  Payable  .    10,000 . 00  $18,675. 00 


Assets  Realized: 
Accts.  Receiva- 
ble  $15,385.00 

Notes  Receiva- 
ble       7,900.00 

Merchandise . . .      8,750 .  00 

Fixtures 2,500 .  00 

34,535.00 

Assets  Not  Realized: 

Notes  Receiva- 
ble     $1,000.00      1,000.00 

Net  Loss,  due  to 
Liquidation 1,575 .  00 

$55,785.00 


Trustee's  Summary  Cash  Account 


Balance  at  beginning . .  $3,800 .  00 

Accounts  Receivable.  .  15,385.00 

Notes  Receivable 7,900 .  00 

Merchandise 8,750 .  00 

Fixtures 2,500.00 

$38,335.00 


Accounts  Payable ....  $8,000 .  00 

Notes  Payable 8,875 .  00 

Expenses 335.00 

Balance 21,125.00 


$38,335.00 
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Cash 

Notes  Receivable. 


$21,125.00 
1,000.00 


$22,125.00 


L.  Capital 

a/c $12,500.00 

Less  H loss       787.50 


M.  Capital 

a/c 11,200.00 

Less  H loss       787.50 


$11,712.50 


10,412.50 
$22,125.00 


Comments : 

{a)  Note  that  though  the  liabilities  were  not  liquidated 
in  full,  they  nevertheless  were  entirely  canceled.  If  the 
student  will  remember  that  the  Eealization  and  Liquida- 
tion Account  is  a  summary  account,  no  further  difficulty 
will  exist.  When  the  individual  liabilities  are  canceled, 
by  payments  less  than  the  face  of  the  debts,  entries  of  the 
following  form  are  made : 

1.    Payment  of  a  note,  less  discount; 


Notes  Payable 
To  Cash 
Discount 


$1,000.00 


$990.00 
10.00 


2.    Settlement  of  a  creditor's  balance,  less  discount; 
Accounts  Payable  $500.00 


To  Cash 
Discount 


$485.00 
15.00 


Thus  it  is  seen  that  a  debt  might  be  settled  in  full,  even 
if  the  payment  were  for  a  smaller  amount. 

At  the  end  of  the  period,  the  total  cash  paid  is  carried 
to  the  Realization  and  Liquidation  Account,  by  means  of 
an  entry  such  as  the  following: 
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Kealization  and  Liquidation 

Account  $16,875.00 

To  Trustee's  Summary  Cash 
Account  $16,875.00 

How  the  profit  of  $1,800.00,  the  difference  between  $18,- 
675.00  and  $16,875.00,  is  treated  will  be  explained  in 
(c),  below. 

(6)  The  assets  realized  are  shown  in  two  ways, — 
those  actually  converted  into  cash  and  those  which  have 
not  been  disposed  of.  Note  that  the  sum  of  "Assets  Re- 
alized" ($34,535.00)  and  "Assets  not  Realized"  ($1, 
000.00)  is  equal  to  "Assets  to  be  Realized"  ($38,575.00), 
less  the  amounts  lost  ($3,040.00). 

(c)  The  net  loss  of  $1,575.00  is  determined  by  a 
Profit  and  Loss  Account  on  the  books  of  the  trustee. 

Trustee's  Profit  and  Loss  Account 


Loss  on  Accounts  Re- 
ceivable   $1,025.00 

Loss  on  Merchandise . .  1,250 .  00 

Loss  on  Fixtures 765 .  00 


Expenses. 


$3,040.00 
335.00 

$3,375.00 


Gain  on  Notes  Pay- 
able and  Accounts  I 
Payable $1,800.00 

Net  Loss i.575.00 


$3,375.00 


This  Profit  and  Loss  Account  is  closed  into  the  Trustee's 
own  account,  which  thereupon  shows  the  balance  still  on 
hand.  Then  the  balance  of  the  Trustee's  Account  is  exactly 
equal  to  the  Summary  Cash  Account  and  Notes  Receivable, 
the  amount  due  to  the  principals  of  the  business. 

(d)  The  trustee's  Balance  Sheet  shows  the  assets  he 
has  on  hand,  and  the  respective  interests  of  tJie  partners 
in  these  balances.  At  the  same  time  the  Balance  Sheet 
is  the  one  which  is  prepared  for  the  firm  before  the  actual 
distribution  of  the  assets. 

(e)  The  headings  of  the  three  forms  are  abbreviatec^ 
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purposely.  The  student  may  extend  them  for  himself,  on 
the  basis  of  the  first  forms  shown. 

III.  We  have  seen  how  to  prepare  Realization  and 
Liquidation  Accounts  for  the  dissolution  of  a  solvent  con- 
cern. We  must  still  consider  what  is  to  be  done  when 
preparing  such  statements  for  a  bankrupt  or  insolvent 
concern.  An  insolvent  concern  is  one  which  cannot  pay 
all  its  debts  in  full.  For  the  purposes  of  illustration,  let 
us  consider  the  affairs  of  M.  R.  Brown,  Chapter  XI, 
page  270. 

We  shall  assume  that  a  receiver  was  appointed  by  the 
court,  at  the  suggestion  of  the  creditors,  and  that  he 
realized  on  all  the  assets  and  paid  the  creditors  their 
proper  dividends.  It  is  out  of  the  question,  of  course,  to 
recount  the  legal  steps  which  are  necessary.  The  student 
interested  in  the  subject  should  consult  special  texts,  some 
of  which  are  listed  in  the  bibliography  appended  to  this 
chapter. 

The  books  of  the  receiver  show  the  following  facts : 

1.  Notes  Receivable  produced  $4,200.00 

2.  Accounts  Receivable   **  5,900.00 

3.  Merchandise                 **  8,200.00 

4.  Fixtures                       "  500.00 

5.  The  preferred  creditors  were 

paid  in  full,  475.00 

6.  The  fees  and  expenses  of  the  re- 

ceiver, which  were  paid,  amount- 
ed to  1,125.00 

7.  The   balance,   amounting  to  $20,200.00,   was  dis- 

tributed  among   the    ordinary   creditors,    each 
being  given  80%%  of  his  claim. 

On  the  basis  of  the  foregoing  facts,  the  receiver  pre- 
pared the  following  Realization  and  Liquidation  Account 
and  the  following  Summary  Cash  Account : 
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Assets  to  he  Realized: 

Notes  Receiva- 
ble     $4,200.00 

Accts.  Receiva- 
ble       8,000.00 

Merchandise  .  . .     10,200 .  00 

Fixtures 2,000 .  00  $24,400 .  00 

Liabilities  Liquidated: 

Preferred  Credi- 
tors         $475.00 

Ordinary  Credi- 
tors      20,200 .  00    20,675 .  00 

Liabilities  Not  Liquidated: 
Ordinary  Creditor3(19  1/5% 

of  claim)   4,800.00 

Receiver's    Expenses     and 

Fees 1,125.00 

$51,000.00 


Liabilities  to  be  Liquidated: 

Preferred  Cred- 
itors          $475 . 00 

Ordinary  Cred- 
itors      25,000 .  00  $25,475 .  00 

Assets  Realized: 

Notes  Receiva- 
ble     $4,200.00 

Accts.  Receiva- 
ble       5,900.00 

Merchandise . . .      8,200 .  00 

Fixtures 500 .  00    18,800 .  00 

Net  loss 6,725.00 


$51,000.00 


Summary  Cash  Account 


Balance  at  start $3,000 .  00 

Notes  Receivable 4,200 .  00 

Accounts  Receivable . .  5,900 .  00 

Merchandise 8,200 .  00 

Fixtures 500.00 

$21,800.00 


Preferred  Creditors. , 
Ordinary  Creditors. 
Expenses  and  Fees. , 


$475.00 

20,200.00 

1,125.00 


$21,800.00 


Comments : 

(a)  It  may  be  more  logical  to  list  the  "Assets  to  be 
Realized"  at  the  values  shown  by  the  "Expected  to  pro- 
duce" column  of  the  Statement  of  Affairs,  but  the  way 
shown  is  the  customary  one. 

(&)  Under  the  laws  of  the  State  of  New  York,  a 
receiver  is  allowed  fees  in  proportion  to  the  value  of  the 
business  he  is  acting  for.  On  the  first  $1,000.00  he  is 
entitled  to  5% ;  on  the  next  $10,000.00,  21/0% ;  on  the  bal- 
ance, 1%.  Thus,  if  he  liquidates  a  business  so  that  he  re- 
ceives and  disburses  $18,500.00,  his  fee  is  determined  as 
follows : 
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5%  on  $1,000.00 '. $  50.00 

2y2%  on  $10,000.00 250.00 

1%  on  $7,500.00 75.00 

Fee ..$375.00 

(c)  Note  that  the  receiver  has  disbursed  all  the  cash 
received;  hence  the  Summary  Cash  Account  shows  no 
balance.  * 

IV.  The  student  who  pursues  this  subject  at  greater 
length  wiU  come  across  more  complicated  problems.  Among 
these  we  shall  mention,  but  not  solve,  a  single  example. 
A  concern  may  find  itself  temporarily  embarrassed,  so 
that  it  cannot  meet  its  immediate  obligations.  In  such 
cases  it  is  not  an  unusual  proceeding  to  call  a  meeting  of 
the  creditors  for  the  purpose  of  deciding  what  should 
be  done.  It  may  be  found  that  if  the  business  is  liqui- 
dated immediately  a  great  sacrifice  of  assets  will  result. 
At  all  events,  a  desirable  customer  may  be  eliminated  from 
the  market.    It  may  be  proposed  to  do  one  of  two  things : 

(a)  Gradually  dissolve  the  business  so  as  not  to  throw 
too  much  stock  upon  the  market  at  once;  or 

(6)  Continue  the  business  by  advancing  more  credit 
or  extending  the  maturity  of  existing  obligations,  or  by 
both  means. 

If  plan  (a)  is  adopted,  it  is  for  the  purpose  of  avoid- 
ing too  great  a  sacrifice  of  property,  an  almost  inevitable 
result  of  selling  under  foreclosure.  To  give  effect  to  this 
plan  a  receiver  is  appointed,  and  the  necessary  accounting 
procedure  has  been  presented.  Plan  (&),  while  conserving 
the  interests  observed  in  the  first  method,  has  the  added 
advantage  that  it  may  help  to  bridge  over  a  temporary 
disability,  and  so  not  only  protect  the  creditors,  but  put 
on  its  feet  again  a  concern  ready  to  dissolve.  This  plan 
calls  for  the  appointment  of  a  temporary  receiver  or 
creditors'  committee. 
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The  accounting  under  the  second  plan  is  somewhat  more 
complicated  than  that  under  the  first  one.  It  calls  for 
the  recording  of  what  are  known  as  "Supplementary 
Charges"  and  "Supplementary  Credits."  The  first  con- 
cerns itself  with  the  costs  incident  to  bringing  to  com- 
pletion contracts  under  way  and  goods  in  process  of  man- 
ufacture, and  effecting  of  new  sales.  Supplementary 
Credits  are  the  offset  to  the  debits  just  described,  and  pro- 
vide for  the  showing  of  the  proceeds  resulting  from  the 
new  charges  incurred.  These  supplementary  items  are  de- 
tailed in  the  Realization  and  Liquidation  Account,  but  to 
solve  a  problem  involving  them  would  take  us  into  the  field 
of  advanced  accounting.  As  the  mission  of  this  writing  is 
to  place  the  fundamentals  of  our  subject  before  the  stu- 
dent, he  must  be  referred  to  some  of  the  texts  listed  in 
the  bibliography. 

V.'  "When  an  executor  or  a  trustee  is  appointed  to 
administer  an  estate,  his  accounting,  though  not  usually 
so  regarded,  is  analogous  to  what  has  been  considered  in 
the  present  chapter.  Though  the  accounting  statements 
of  the  executor  bear  no  prima  facie  resemblance  to  the 
Healization  and  Liquidation  Account,  because  of  the 
marked  difference  in  form  of  presentation  employed,  it  is 
deemed  advisable  to  call  the  student 's  attention  to  the  inher- 
ent and  essential  identity  of  purpose — a  purpose  to  exhibit 
one's  accountability  for  the  funds  of  others.  We  do  not 
propose  to  present  the  accounts  of  executors  and  trustees, 
but  we  do  think  it  worth  while  to  have  the  student  regard 
these  accounts  from  the  point  of  view  already  familiar 
to  him. 

Summary 

The  Realization  and  Liquidation  Account  is  either  a 
Ledger  Account  or  a  Final  Statement.    As  the  former  it 
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is  a  Summary  or  Controlling  Account,  summing  up  the 
operations  of  a  receiver  or  a  liquidating  committee.  The 
latter  is  of  real  present  importance  to  the  student,  be- 
cause practically  all  of  his  student  work  concerns  itself 
with  the  Final  Statement, 

The  Statement  form  begins  with  a  list  of  the  assets  re- 
ceived for  the  purpose  of  being  converted  into  cash,  and 
the  corresponding  lists  of  liabilities  which  it  is  hoped  to 
liquidate.  The  assets  and  liabilities  are  grouped  under 
appropriate  titles,  the  former  being  placed  on  the  left  and 
the  latter  on  the  right.  The  assets  realized  on,  at  the 
amounts  received  for  them,  are  next  shown  on  the  right 
hand  side.  The  liabilities  liquidated  are  placed,  similarly, 
on  the  left  side.  Expenses  incurred  are  listed  beneath  the 
liabilities  liquidated.  The  loss  on  realization — and  there 
is  usually  a  loss — is  added  to  the  right  hand  side,  thus 
balancing  the  sides. 

It  is  the  practice  to  list  the  assets  to  be  realized  and 
the  liabilities  to  be  liquidated  at  their  book  or  nominal 
values.  Hence,  the  Trial  Balance  or  Balance  Sheet,  rather 
than  the  Statement  of  Affairs,  is  employed  as  a  basis. 
Cash  on  hand  at  the  beginning  of  the  liquidator's  opera- 
tions is  usually  excluded  from  among  the  assets  to  be  re- 
alized, on  the  ground  that  cash  need  not  be  converted  into 
money. 

Such  accounts  and  statements  as  have  been  discussed  at 
length  in  this  chapter  result  from  the  dissolution  of  a  sol- 
vent concern  which  wishes  to  disorganize;  or  result  from 
the  winding  up  of  the  affairs  of  an  insolvent  or  bankrupt 
concern,  so  as  to  obtain  funds  with  which  to  pay  off,  in 
part  or  in  full,  firm  creditors;  sometimes,  too,  when  an 
organization  is  temporarily  embarrassed,  to  show  the  opera- 
tions of  a  committee  appointed  to  take  charge  of  affairs 
pending  readjustments,  or,  perhaps,  final  dissolution. 
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EXERCISES 

Group  One 

1.  "What  is  a  Realization  and  Liquidation  Account? 

2.  .  By  whom  is  this  account  prepared,  and  for  what  pur- 

pose? 

3.  To  what  compensation  is  a  receiver  entitled  for  his 

services  ? 

4.  Point  out  the  difference  between  the  Summary  Cash 

Account  and  the  Realization  and  Liquidation  Ac- 
count. "What  information  do  they  contain  in  com- 
mon ?  "What  information  cannot  be  found  in  both, 
but  only  in  one  or  the  other  ? 

5.  Why  are  the  affairs  of  a  concern  temporarily  em- 

barrassed, sometimes  taken  in  charge  by  a  cred- 
itor's committee?  Describe  what  you  believe  to  be 
the  functions  of  such  a  committee. 

Group  Two 

1.  To  how  much  fee  is  a  receiver  entitled  who  winds 

up  a  business,  the  assets  of  which  produced  $29,- 
674.00,  all  of  which  was  disbursed,  including  his 
own  fee? 

2.  Show  the  Journal  entries  on  the  books  of  the  trustee 

for  the  transactions  involved  in  the  problem  on  page 
280,  section  II,  of  this  chapter. 

3.  Prepare   a  Realization  and  Liquidation   Account,    a 

Summary  Cash  Account,  and  a  Balance  Sheet  for 
the  liquidation  committee  which  has  been  winding 
up  the  affairs  of  Topper  &  Hinds  (See  page  182), 
Ex.  1). 
Take  into  cohsideration  the  following  facts: 

(a)     Merchandise  brought  $5,500.00. 

(6)     Furniture  was  sold  for  $600.00. 
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(c)  $1,200.00  was  lost  on  Accounts  Receivable. 

(d)  Accounts   Payable    were    settled    for    $3,- 

600.00. 

(e)  All  other  accounts  were  as  shown. 
(/)     Expense  of  winding  up  was  $1,050.00. 

Bibliography 
(,8ee  list  at  end  of  Chapter  XL) 


CHAPTER  XIII 
COST   ACCOUNTS— PAET  I 

We  often  hear  it  said  that  we  live  in  an  age  of  extreme 
industrial  competition.  No  longer  is  it  possible  to  con- 
tinue a  business  successfully  in  the  absence  of  positive 
knowledge  regarding  its  operations.  Now  that  the  margin 
between  cost  and  selling  price  has  been  reduced  to  a  mere 
arithmetical  difference, — small,  indeed,  per  unit,  but  very 
significant  in  the  aggregate  because  of  volume  of  trade  or 
production, — ^it  has  become  necessary  to  devise  records 
which  shall  accurately  tell  the  story  of  a  concern 's  progress. 
This  knowledge  is  obtained  by  what  is  known  as  Cost  Ac- 
counts. 

It  is  to  engineers  rather  than  to  accountants  that  we 
are  indebted  for  the  development  of  this  branch  of  our 
subject.  Engineers  became  interested  in  such  cost  compu- 
tation through  their  intimate  connection  with  construction 
and  factory  contracts.  In  all  fairness  to  accountants,  it 
should  be  added  that  the  latter  have  done  much  to  make 
the  principles  of  cost  accounting  more  universally  appli- 
cable, and  to  make  the  determination  of  costs  more  easily 
available  to  all  who  employ  them. 

Cost  accounting  as  frequently  understood  is  not  cost 
accounting  at  all.  But  we  shall  present  this  division  of 
the  study  in  the  present  chapter,  because  it  is  relatively 
simple  and  undeniably  useful.  Moreover,  examination 
boards  often  speak  of  the  topics  about  to  be  presented 
as  real  cost  accounting,  so  that  the  student  must  famil- 
iarize himself  with  the  subject. 
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A  company  of  bicycle  manufacturers  desires  to  ascer- 
tain its  cost  to  produce  a  single  wheel  during  the  past 
year.^ 

They  submit  to  you  the  following  data,  from  which 
you  are  to  compile  the  required  information : 

Raw  materials  on  hand  at  beginning  of  year $12,500.00 

This  year's  purchases  of  raw  materials 62,500 .  00 

Finished  bicycles  on  hand  at  beginning  of  year 

(1600  @  $30.00) 48,000.00 

Productive  labor 82,500.00 

Manufacturing  expenses  (coal,  repairs,  paint,  fore- 
men's salary,  etc.) 23,000.00 

Agents'  commission 90,000 .  00 

Expenses  of  selling  branches  (rent,  salary,  etc.) . .  40,000 .  00 

Selling  expensesXsalesmen's  salary,  advertising,  etc.)  30,000 .  00 

Net  sales  for  year  (6,000  wheels) .' 540,000.00 

Raw  materials  on  hand  at  end  of  year,  at  cost. . .  .  4,000.00 
Finished  bicycles  ready  for  sale,  at  end  of  year, 
number  800. 

Bad  debts  among  Accounts  Receivable 8,000 .  00 

Depreciation  of  machinery  and  plant 5,500.00 

If  it  would  suffice  simply  to  find  the  cost  to  produce  a 
bicycle  during  the  year  in  question,  the  required  operation 
would  not  involve  much  technical  knowledge. 

Cost: 

Raw  materials  at  beginning $12,500.00 

Purchases 62,500.00 

$75,000.00 
Less  Inventory  Raw  Materials 4,000 .  00 

$71,000.00 
Productive  Labor 82,500.00 

Prime  Cost. $153,500.00 

Manufacturing  Expenses 23,000 .  00 

Depreciation  Plant  and  Machinery 5,500.00 

Cost  of  Year's  Manufacturing $182,000.00 

Machines  from  last  year 48,000.00 

$230,000.00 
Less  Machines  on  hand  (800  @  $35.00) 28,000.00 

$202,000.00 

^Adapted  from  a  New  York  C.   P.  A.  problem. 
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Agents'  Commissions $90,000.00 

Selling  Branch  Expenses 40,000 .  00 

Selling  Expenses 30,000. 00 

$362,000.00 
Bad  Debts 8,000.00 

$370,000.00 


(a)  To  find  the  number  of  bicycles  manufactured  dur- 
ing the  year: 

Number  sold  during  the  year 6,000 

Number  on  hand  from  last  year 1,600 

4,400 
Number  stiU  on  hand . 800 

Nmnber  manufactured  during  year 5,200 

(6)  To  find  cost  of  manufacturing  a  bicycle  during 
the  year: 

Total  number  of  wheels  manufactured ....        5,200 

Cost  of  year's  manufacturing $182,000.00 

.-.  $182,000 .  00  divided  by  5,200.  or  $35 .  00, 
'  the  required  cost. 

(c)  To  find  the  net  cost  of  a  wheel  until  it  has  been 
disposed  of  finally,  that  is,  the  total  unit  cost,  including 
all  charges,  during  the  year :  ' 

Total  number  of  wheels  sold  during  the  year      6,000 

Total  costs  and  expenses  during  year $370,000 .  00 

.-.$370,000.00     divided     by     6,000,     or 
$61,67,  the  required  cost. 

Comments : 

The  accountant  would  hardly  submit  his  computations 
in  the  form  shown,  though  the  material  submitted  might 
actually  correspond  to  his  rough  draft  or  working  sheet. 
A  form  often  used  is  the  Profit  and  Lo^s  Statement  with 
which  we  are  already  familiar.  We  shall  show  the  solu- 
tion in  this  way,  and  we  shall  then  submit  another  after 
a  more  approved  type. 
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Profit  and  Loss  Statement 
Manufacturing  Section 


Raw    Materials,    last    year's 

balance $12,500.00 

Purchases  during  the  year. .      62,500.00 

$75,000.00 


Leas    present    inventory    of 
raw  materials 


4,000.00 


Cost  of  goods  consumed $71,000.00 

Year's  direct  labor 82,500 .  00 


Prime  cost $153,500.00 

Manufacturing  Expenses 23,000 .  00 

Depreciation   of   Plant    and 

Machinery 5,500.00 

$182,000.00 


Cost  of  year's  manufactur- 
ing, carried  to  Tradling 
Section $182,000.09 


$182,000.00 


Trading  Section 


Cost  of  year's  manufacturing, 
brought  down  from  Manu- 
facturing Section $182,000.00 

Last  year's  inventory,  1,600 

bicycles   ®  $30.00 48,000.00 

$230,000.00 
Less  present  inventory,  800 

bicycles®  $35.00 28,000.00 

$202  000  00 

Agents'  Commissions 90!000 .  00 

Branch  Exi)enses 40.000.00 

Selling  Expenses 30,000.00 

$362,000.00 
Gross  Trading  Profit,  carried 

to  Profit  and  Loss  Section     178,000 .  00 


$540,000.00 


Total  net  sales  for  year,  6,000 

bicycles $540,000.00 


$540,000.00 


Profit  and  Loss  Section 


Bad  Debts $8,000.00 

Net  Profit 170,000.00 


$178,000.00 


Gross  Trading  Profit  brought 
down  from  Trading  Sec- 
tion  $178,000. 00 

$178,000.00 


Comments : 

(a)  It  is  evident  that  this  Statement  is  practically  of 
the  form  with  which  the  student  became  familiar  in  Chap- 
ters VIT  ind  IX. 
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(&)  But  if  we  recall  that  the  purpose  of  this  State- 
ment is  to  determine  the  elements  of  cost  rather  than  the 
net  profit,  we  must  conclude  that  it  does  not  furnish  suf- 
ficient information.  The  additional  matters  will  receive  our 
immediate  attention. 

Some  Cost  Elements. — Among  the  cost  items  in  which 
the  bicycle  manufacturer  has  a  real  interest  may  be  men- 
tioned the  following: 

1.  The  prime  cost  of  each  wheel,  that  is,  the  cost  of  the 
materials  consumed  and  the  direct  labor  employed  in  the 
production  of  a  single  bicycle. 

2.  The  cost  to  manufacture  a  single  wheel,  that  is, 
the  prime  cost  plus  the  additional  factory  expense,  manu- 
facturing expense,  factory  burden  or  factory  overhead  of 
each  bicycle.  This  manufacturing  cost  is  also  called  the 
factory  cost  or  cost  of  production. 

3.  The  trading  cost  of  each  wheel,  that  is,  the  factory 
cost  plus  the  additional  selling  expenses  of  a  single  ma- 
chine. 

4.  The  total  cost  of  a  wheel,  that  is,  the  trading  cost 
plus  the  additional  administrative  expenses  and  miscel- 
laneous expenses  (Profit  and  Loss  Section  items)  of  a  sin- 
gle bicycle. 

At  the  end  of  the  year  the  manufacturer  finds,  in  this 
case,  that  his  net  profit  is  $170,000.00.  Let  us  suppose 
that  his  capital  is  $1,000,000.00,  and  that  the  year's  profit 
of  17%  on  his  investment  (^"oo'.oooioo)  ^^  satisfactory.  If 
he  wishes  to  fix  his  selling  price  for  next  year  so  as  to 
earn  a  similar  return,  of  what  assistance  can  the  accountant 
be  to  him? 

"We  have  already  seen  that  the  number  of  machines 
manufactured  during  the  year  was  5,200.  With  this  item 
as  our  starting  point,  we  may  apply  it  to  the  manufactur- 
ing operations  of  the  previous  year  in  such  a  way  as  to 
be  of  positive  service  for  succeeding  periods.     The  ques- 
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tion  has  been  raised  how  a  given  ratio  of  profit  may  be 
assured.    We  proceed  as  follows : 

(a)  The  cost  of  materials  consumed,  as  per  the  Man- 
ufacturing Section,  is  $71,000.00,  or  ($71,000.00  divided  by 
5,200)  $13.65  +  per  individual  wheel.  But  the  net  average 
selling  price  of  a  wheel  during  the  past  year  was  $90.00 
($540,000.00  divided  by  6,000).  Therefore,  in  order  to 
realize  the  profit  which  was  made  during  the  past  year, 
^76.35  ($90.00  less  $13.65)  should  be  added  to  the  cost  of 
materials  consumed.  But  as  this  cost  may  vary  from  year 
to  year,  or  with  different  grades  of  bicycles,  a  percentage 
figure  would  be  more  useful.  In  this  case  559%  ($76.35 
divided  by  $13.65)  should  have  been  added  to  the  cost  of 
the  goods  consumed. 

The  accountant  can  thus  conclude  that  the  manufac- 
turer, trade  conditions  remaining  unchanged,  will  be  safe 
in  fixing  his  unit  selling  price  at  the  beginning  of  the  year 
by  adding  559%  to  the  ascertained  cost  of  the  material 
needed  to  produce  a  single  machine. 

(6)  And,  similarly,  if  he  should  wish  to  know  how 
much  to  add  to  the  cost  of  materials  consumed  in  order  to 
ascertain  the  full  and  complete  cost,  the  figures  now  at 
our  disposal  would  be  sufiicient  to  answer  the  question. 

Complete  unit  cost  during  the  past  year $61 .  67 

Cost  of  materials  for  a  single  machine 13 .  65 

Necessary  to  add  to  the  cost  of  materials $48 .  02 

$48.02  is  equal  to  351%  ($48.02  divided  by  $13.65),  and 
this  is  the  percentage  to  be  added  to  the  cost  of  goods  re- 
quired for  a  single  machine  in  order  to  obtain  the  com- 
plete cost  of  a  unit. 

(c)  Experience  teaches  us  that  it  is  more  desirable  to 
base  cost  computations  on  prime  cost  than  on  cost  of  ma- 
terials consumed.  We  shall  accordingly  obtain  figures 
corresponding  to  (a)  and  (b)  above,  based  on  prime  cosl 


COST   ACCOUNTS— PAET   I  297 

of  manufacturing.  The  prime  cost  of  a  wheel  is  easily- 
computed:  Total  prime  cost  ($153,500.00)  as  per  Man- 
ufacturing Section,  divided  by  number  of  wheels  involved 
(5,200),  or  $29.52. 

Final  selling  price  of  a  wheel $90.00 

Prime  cost  of  a  wheel 29 .  52 

To  be  added  to  the  prime  cost  in  order  to  assure  a 
continuance  of  last  year's  rate  of  profit,  other  fac- 
tors unchanged $60.48 

The  corresponding  percentage  figure  is  204%  +  ($29.52) 

(d)     The  final  figure  which  we  shall  present  in  this 
connection  will  involve  the  prime  cost  and  the  total  cost : 

Complete  final  unit  cost $61 .67 

Prime  cost  of  a  unit 29 .  52 

Difference  to  be  added  to  the  prime  cost  in  order  to 

determine  final  cost $32 .  15 

$32 .  15  is  108%  +  of  $29 .  52,  hence,  the  percentage  to  be  added. 


Cost  Statement 

The  obvious  usefulness  of  the  information  contained 
in  the  percentage  and  other  figures  derived  above  need  not 
be  elaborated  here.  The  cost  accountant  supplies  them  in 
schedules,  but  his  report  often  includes  a  sort  of  Profit  and 
Loss  and  Income  Statement  which,  though  not  nearly  as 
serviceable  as  the  schedules  referred  to,  must  be  presented 
to  the  student  so  that  the  latter  may  become  familiar 
with  it. 

In  studying  the  form  on  the  following  page,  it  will  be 
of  benefit  to  the  student  to  compare  it  with  the  Profit  and 
Loss  and  Income  Statement  presented  in  Chapter  IX,  page 
225.  He  should  observe  that  it  is  practically  the  same, 
with  the  addition  of  a  column  for  percentage  figures  in 
the  Cost  Statement. 
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Profit  and  Loss  and  Income  Statement  of  the  Bicycle 
Manufacturing  Co. 


FOR  THE  PERIOD  ENDING . 


Net  Sales  for  year,  6,000  bicycles 
Less: 

Manufacturing  Cost: 

Purchases  $62,500.00 

Balance  raw  material 

from  last  year  12,500 .  00 


Less  this  year's  bal- 
ance 

Direct  Labor 


$75,000.00 


4,000.00   $71,000.00 
82,500.00 


Prime  Cost 

Manufacturing  Ex- 
penses $23,000.00 

Depreciation  on 
Plant  and  Ma- 
chinery 5,500.00 


Factory  Overhead 

Total  Manufacturing  Cost 


$153,500.00 


$28,500.00 


$182,000.00 


Balance  of  finished 

goods  last  year     $48,000.00 

L€ss  this  year's  bal- 
ance 28,000.00    $20,000.00 


Manufacturing  Cost  of  Sales 

Gross  Profit  on  Sales 
Selling  Cost: 

Agents'  Commissions 
Branch  Expenses 
Selling  Expenses 

Total  Selling  Cost 

Net  Profit  on  Sales 
Other  Deductions  from  Income: 
Losses  due  to  Bad  Debts 

Net  Profit 


$90,000.00 
40,000.00 
30,000.00 


640,000 


202,000  00 


00 


338,000  00 


160,000  00 


178,000  00 

8,000,00 

I 

170,00000 
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Comments : 

(a)  It  is  necessary  to  remark,  in  the  same  spirit  as  in 
similar  instances,  that  this  Statement  is  a  type, — it  is  not 
to  be  interpreted  as  the  only  form  employed  by  ac- 
countants. 

(&)  Note  that  the  sum  of  this  year's  manufacturing 
cost  of  sales  (37.4%),  selling  cost  (29.6%),  and  the  other 
deductions  from  income  (1.5%),  a  total  of  68.5%,  plus  the 
net  profit  (31.5%),  is  100%.  Slight  discrepancies,  where 
they  exist,  are  accounted  for  by  the  fact  that  the  per- 
centages are  usually  "rounded  off"  in  practice. 

(c)  The  student  should  be  surprised  to  find  that  the 
percentage  computations  shown  are  all  based  upon  sales. 
The  most  elementary  principles  of  mathematics  would  suf- 
fice to  stamp  the  practice  as  incorrect,  but  we  have  to  deal 
with  a  different  situation.  Mr.  Kobert  H.  Montgomery, 
C.  P.  A.,  in  his  first  American  edition  of  Dicksee's  Audit- 
ing, page  71,  says,  "It  is,  perhaps,  well  to  note  that,  in 
accordance  with  the  invariable  custom  of  traders,  percen- 
tages of  gross  profits  are  based  upon  the  selling  price  of 
the  goods,  and  not  on  the  cost  price." 

{d)  It  should  be  clear  that  the  foregoing  Statement 
is  not  as  useful  to  the  manufacturer  as  the  matters  in- 
cluded in  the  accompanying  exhibits.  Botn,  however, 
should  be  furnished. 

(e)  Note  how  finished  goods  inventories  are  handled 
in  this  problem.  Observe  how  the  corresponding  items  are 
treated  by  the  York  Mining  Compariy,  page  301. 

Another  Problem. — The  following  Trial  Balance  has 
been  submitted  to  us,  from  which  to  prepare  a  Profit  and 
Loss  and  Income  Statement  and  to  deduce  such  elements 
of  cost  as  we  deem  desirable : 
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Trial  Balance  of  the  York  Mining  Co. 
December  31,  1913 


Capital  Stock 

150,000 

00 

Cash 

32,400  00 

Properties                                   ' 

160,000  00 

Plant,  Machinery 

40,00000 

Construction 

30,000]00 

Mine  Supplies 

3,500,00 

Royalties 

2,100  00 

Wages 

36,850 

00 

Superintendence 

12,000 

00 

Repairs 

1,200 

00 

Oil 

4,400 

00 

Fuel  Consumed 

3,500 

00 

Mine  Expenses 

6,000 

00 

Selling  Commission 

3,450 

00 

Salesmen's  Salaries 

3,000 

00 

Office  Salaries 

1,000 

00 

Office  Expense 

1,800 

00 

Sales  of  Coal 

143,000 

00 

Directors'  Fees 

300 

00 

Accounts  Receivable 

11,000 

00 

Accounts  Payable 

8,500 

00 

Notes  Payable 

14,000 

00 

Mortgage  Payable 

40,000 

00 

Interest  on  Mortgage 

2,000 

00 

Insurance  on  Mines 

1,000 

00 

355,500 

00 



355,500 

00 

The  company  was  incorporated  and  began  business  on 
January  12,  1913.  All  of  the  capital  stock  was  subscribed 
for  at  par  and  paid  for  in  cash.  Properties  refer  to  the 
land,  the  Construction  to  the  buildings,  tracks,  and  timber- 
ing. Royalties  represent  the  fees  paid  to  patentees  of  cer- 
tain machinery  at  the  rate  of  three  cents  per  ton  extracted. 
Sixty-five  thousand  tons  of  coal  were  sold  at  $2.20  per 
ton,  while  5,000  tons  are  ready  for  sale.  Depreciation  at 
the  rate  of  10%  is  to  be  taken  from  the  plant  and  the 
construction.    All  other  items  are  to  be  taken  as  shown. 

You,  as  the  accountant,  decide  to  find  the  prime  cost 
per  ton,  the  manufacturing  cost  per  ton,  the  total  net  cost 
per  ton  and  the  net  profit  per  ton. 
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Profit  and  Loss  and  Income  Statement  of  the 
York  Mining  Co. 

FOR  THE    PERIOD   ENDING   DECEMBER  31,  1913 


Per 

cent. 

Cost 
Sta- 
tistics 

Net  Sales   65,000  tons  @  $2.20 

143,000 

00 

100.0 

2 

20 

$36,850.00 
2,100.00 

Cost  of  Mining: 
Wages 
Royalties,  70,000  @  3c 

Prime  Cost 

Superintendence 

Repairs 

Oils 

Fuel  Consumed 

Mine  Expenses 

Mine  Supplies 

Insurance  on  Mines 

10%  Depreciation 
Plant  and  Machinery- 
Construction 

$12,000.00 
1,200.00 
4,400.00 
3,500.00 
6,000.00 
3,500.00 
1,000.00 

4,000.00 
3,000.00 

$38,950.00 

55 

Mining  Overhead 

38,600.00 

55 

Cost  of  mining  70,000  tons 

Less  inventory,  5,000  tons  @  1.10 

$77,550.00 
5,500.00 

Cost  of  mining  65,000  tons 

$3,450.00 
3,000.00 

72,050 

00 

50.3 

1 

10 

Gross  Profit  on  Mining 
Cost  of  filing: 

Selling  Commission 
Salesmen's  Salaries 

70,950 

00 

Cost  of  Selling  65,000  tons 

$1,000.00 

1,800.00 

300.00 

6,450 

00 

4.5 

2.1 
1.4 

10 

05 

03 
91 

Gross  Profit  on  Sales , . 
Cost  of  Administration: 
Office  Salaries 
Office  Expenses 
Director's  Fees, 

64,500 
3,100 

00 
00 

Cost  of  Administration 

61,400 
2,000 

00 
00 

Other  Deductions: 
Interest  on  Mortgage 

59,400 

00 

41.6 
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COST  STATISTICS  SCHEDULE 

1.  Prime  cost  per  ion: 

Prime  cost  of  70,000  tons $38,950.00 

Prime  cost  per  ton $.55  + 

2.  Cost  to  manufacture  or  mine  one  ton: 

Total  cost  of  mining  70,000  tons $77,550 .  00 

Total  cost  of  mining  one  ton 1 .  10  + 

3.  Total  net  mining  cost  per  ton: 

Cost  to  mine  one  ton $1 .  10-|- 

Selling  expenses  of  65,000  tons .    $6,450 .  00 
Administrative  expenses,  etc., 

of  65,000  tons 3,100.00 

Other  cost  of  65,000  tons 2,000 .  00 

Total  other  cost  of  65,000  tons  $1 1,550 .  00 

Additional  other  cost  per  ton .  18 — 

Total  cost  per  ton $1 .28  + 

4.  (o)  Net  profit  per  ton: 

Average  selling  price  per  ton $2 .  20 

Average  total  cost  per  ton 1 .  28  + 

Average  net  profit  per  ton $ .  92 — 

(6)  Proof: 

Net  profit  on  65,000   tons   sold   as  per 

Profit  and  Loss  and  Income  Statement .  $59,400 .  00 

Average  net  profit  per  ton $ .  91  + 

(c)  Additional  Proof: 

41 . 6%  of  $2.20  (net  profit  per  ton  on  selling 

price) $.91H 

Comments : 

(a)  The  form  is  slightly  different  from  that  of  the  bi- 
cycle problem,  but  the  underlying  principles  are  identical. 

(&)  Observe  that  "cost  of  mining"  has  been  substi- 
tuted for  "cost  of  manufacturing." 

(c)  Fewer  percentage  figures  have  been  given  in  this 
problem  than  in  the  first  one,  but  the  number  may  be  in- 
creased or  decreased  to  suit  the  requirements  of  any  given 
situation. 
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(d)  By  deducting  the  manufacturing  cost  of  the  un- 
sold coal  from  the  total  cost  of  mining  as  shown,  the  min- 
ing cost  of  the  coal  sold  during  the  year  is  readily  obtained. 

(e)  Note  how  the  unit  cost  statistics,  as  shown  in  the 
Cost  Statistics  Schedule,  were  incorporated  in  the  Profit 
and  Loss  and  Income  Statement  by  the  addition  of  an 
extra  column. 

Summary 

Large  scale  production,  keener  competition  resulting  in 
smaller  margins  of  profit  and  a  desire  for  more  accurate 
knowledge  have  been  the  forces  making  for  the  informa- 
tion included  in  so-called  cost  accounting.  Thas  far,  the 
work  consisted  of  arranging  the  items  of  a  Profit  and  Loss 
and  Income  Statement  so  as  to  disclose  the  percentage  of 
certain  factors  to  the  total  sales  and  unit  figures  to  serve 
as  a  basis  of  future  costs  or  comparisons.  That  there  is 
much  more  to  our  subject  will  be  made  evident  in  the 
next  chapter,  which  will  also  contain  a  bibliography  and 
questions  relating  to  the  .present  discussion. 

Bibliography 
(See  list  at  end  of  Chapter  XIV.) 


CHAPTER  XIV 

COST    ACCOUNTS— PART  II 

A  CRITICAL,  analysis  of  the  utility  of  Cost  Accounts, 
based  entirely  upon  what  has  been  presented  in  the  previous 
chapter,  would  not  be  complimentary  to  the  energy  of  those 
who  argue  in  favor  of  such  accounts.  For  after  all  is 
said,  the  information  offered  as  a  result  of  the  work  which 
has  thus  far  engaged  the  student's  attention  is  in  the 
nature  of  a  post  mortem  statement.  The  conclusions  are 
for  a  past  period,  and,  if  operations  have  been  conducted 
at  a  loss,  a  full  year  might  have  elapsed  before  the  state 
of  affairs  would  have  been  brought  to  the  attention  of  those 
most  interested  ajcid  concerned.  Surely,  some  more  timely 
warning  should  have  been  available. 

The  cost  accounting  about  to  be  discussed  and  illus- 
trated— indeed,  the  real  cost  accounting — is  quite  different. 
We  shall  consider  the  problem  in  connection  with  the  af- 
fairs of  (1)  a  concern  manufacturing  a  single  product,  and 
(2)  a  concern  manufacturing  a  number  of  products. 

1.  Majmfacturer  of  a  Single  Commodity. — An  ex- 
ample of  such  a  manufacturer  is  the  producer  of  a  single 
patented  article  such  as  a  campaign  button,  or  of  an  un- 
refillable  bottle.  The  needs  of  a  concern  of  this  kind  are 
simple  enough.  The  only  reason  why  the  Summary  State- 
ment employed  in  the  last  chapter  will  not  suffice  is  be- 
cause it  is  desirable  to  establish  a  more  immediate  and  a 
more  positive  control  over  operations  than  that  furnished 
by  an  annual,  or  even  a  semi-annual  review.  In  order  that 
the  efficiency  of  the  factory  shall  be  tested  frequently,  and 
that  it  shall  thus  be  maintained  at  its  highest  point,  it  is 
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necessary  that  information  regarding  its  operations  shall 
be  kept  currently  and  in  such  a  way  as  to  adapt  it  to  easy 
and  quick  tabulation. 

Later,  we  shall  present  a  complete  system  for  a  small 
plant.  Here  it  will  be  enough  to  mention  the  essentials. 
And  inasmuch  as  we  have  the  factory  operations  alone  in 
mind,  though  Cost  Accounts  also  include  the  work  of  the 
selling  office  and  administration  departments,  we  here  con- 
cern ourselves  with  the  items  usually  embodied  in  the  Man- 
ufacturing Section  of  a  Profit  and  Loss  Statement.  Thus, 
it  is  necessary  to  provide  for  the  obtaining  of  the  amount 
of  direct  wages  and  the  value  of  materials  consumed  dur- 
ing the  period  under  review,  and  also  of  the  cost  of  the 
factory  burden  or  overhead  for  the  same  period.  This  is 
accomplished  by  the  same  means  as  previously  illustrated. 
The  unit  costs,  too,  are  obtained  as  already  shown,  and 
it  is  by  a  comparison  of  similar  units  for  different  periods 
that  the  efficiency  in  question  is  gauged. 

2.  Manufacturer  of  Several  Units. — The  simplest  il- 
lustration is  a  builder  or  contractor  who  wishes  to  know 
what  each  job  or  contract  has  cost,  principally  to  serve 
as  a  guide  for  future  estimating.  Another  illustration  is 
a  manufacturer  of  bicycles  who  produces,  say,  three  grades,, 
or  a  coal  mine  which  produces  coal  of  several  sizes. 

In  such  cases  as  these,  though  the  principles  are  sim- 
ilar to  those  involved  in  the  first  case,  the  application  is 
somewhat  more  complicated.  We  shall  discuss  these  ap- 
plications at  once,  and  later  illustrate  them: 

(a)  The  exact  cost  of  material  consumed  must  be 
positively  available. 

(&)  Direct  wages  must  be  ascertained.  Records  must 
be  kept  so  that  it  shall  be  definitely  known  how  much  has 
been  paid  in  wages  on  account  of  each  job,  contract  or 
product. 

(c)     The  factory  burden  or  overhead,  those  items  of 
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cost  which  cannot  be  separated  as  accurately  as  the  ele- 
ments included  in  (a)  and  (&),  must  be  apportioned. 

(d)  The  sum  of  (a)  and  (&)  and  (c)  for  each  job, 
contract  or  product,  results  in  the  Production  (or  Man- 
ufacturing) Cost.  If  it  is  desired  to  obtain  the  total  or 
final  cost  of  the  unit,  a  procedure  similar  to  that  neces- 
sary for  the  establishment  of  (c)  is  employed  whereby 
to  apportion  the  selling,  administrative,   and  other  costs. 

As  it  is  customary  in  cost  accounting  to  assign  a  num- 
ber to  each  unit  of  work,  the  following  final  sheet  will 
serve  to  present  the  result  of  a  cost  system.  It  is  the 
simplest  form: 


Cost  Summart 
No.  46  (500  coats) 


Materials  consumed 

Wages 

Factory  burden  apportioned 

Total  Cost 

$469.54 

1,063.18 

254.50 

Unit  Cost 

Manufacturing  cost 
Selling  expenses  apportioned 
Other  expenses  apportioned 

$1,787.22 
154.12 
108.66 

$3.57-1- 

Final  cost 
Remarks: 

$2,050.00 

$4.10 

The  steps  which  made  possible  the  preparation  of  this 
summary  cost  sheet  of  five  hundred  coats,  together  with 
the  forms  employed,  will  be  presented  in  connection  with  a 
simple  cost  system  to  which  the  student  is  directed  to  give 
immediate  attention. 

Cost  System  for  a  Manufacturer  of  Leather  Bags 

A.-^The  Situation. — The  York  Company  manufactures 
leather  suit  cases  for  the  trade,  that  is,  it  supplies  dealers 
exclusively.     At  the  present  time  the  product  is  so  well 
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systematized  that  there  are  twelve  numbers  corresponding 
to  the  standard  eases  manufactured  by  this  company.    The 
selling  price  is  practically  fixed,  though  it  has  been  raised 
several  times  during  the  past  few  years  because  of  the 
increased  cost  of  materials  and  labor.     We  have  chosen 
their  cost  accounting  system  for  study  because,  with  slight 
changes,  it  lends  itself  to  elementary  treatment  such  as 
is  required  by  the  beginner, 
B. — The  Aim  of  the  System. 
I.     To  keep  current  account  of  the  factory  opera- 
tions. 
II.     To  tabulate  the  results  monthly. 

III.  To  furnish  tests  of  relative  and  of  absolute  ef- 

ficiency. 

IV.  To  keep   books   subject  to   quick   and   accurate 

review;    hence,  double  entry  books. 
C — The  System  in  Detail. 

I.  The  general  books. 

A  good  system  of  Double  Entry  Bookkeeping,  such  as 
we  are  already  familiar  with,  is  in  operation.  The  Trial 
Balance  prepared  monthly,  together  with  the  means  of 
ascertaining  inventories  readily,  and  depreciation  which 
may  be  calculated  without  much  effort,  furnish  the  neces- 
sary facts  from  which  a  monthly  Balance  Sheet  and  a 
monthly  Profit  and  Loss  and  Income  Statement  are  pre- 
pared, 

II.  Loose  leaf  factory  books  are  kept  with  each  style 
of  case  manufactured,  and  summary  sheets  and  charts  are 
kept  so  that  the  efficiency  previously  referred  to  is  readily 
ascertained, 

III.  We  are  now  ready  for  the  details  connected  with 
the  transactions  of  a  single  month.  To  simplify  matters, 
let  us  assume  that  the  concern  has  just  begun  business, 
and  that  the  system  we  are  about  to  study  has  just  been 
installed.    The  entries  for  the  investment,  for  the  purchase 
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of  machinery  and  the  ordinary  routine  with  which  the 
student  may  safely  be  considered  familiar,  are  purposely 
omitted. 

(a)     Purchases. 

1.  Leather. — The  leather  employed  is  of  three  grades 
(weights),  labeled  for  the  sake  of  convenience  L.  (a),  L. 
(6).,  L.  (c).  As  each  purchase  is  made  it  is  entered  in  a 
Purchase  Book,  and  subsequently  posted  to  the  debit  side 
of  the  General  Ledger  Account,  Materials  Purchased.  With 
the  corresponding  entry  for  this  and  for  similar  accounts 
we  shall  not  concern  ourselves.  As  each  purchase  is  made, 
it  is  entered  on  a  sheet  of  a  loose-leaf  Inventory  Book, 
essentially  of  the  form  shown  on  the  following  page. 

Explanation  of  Form:  As  goods  are  received  they  are 
entered  in  the  first  division  of  the  sheet.  The  order  num- 
ber of  this  section  refers  to  the  order  for  the  purchase  of 
the  goods  in  question.  Goods  are  issued  upon  proper 
requisitions  to  the  stores  keeper,  the  custodian  of  supplies. 
This  requisition,  which  will  soon  be  shown,  is  entered  in 
the  second  division.  Order  number,  here,  refers  to  the 
requisition  number.  The  difference  between  the  "Quan- 
tity" columns,  in  this  case,  shows  the  number  of  pounds 
of  leather  of  grade  (a)  on  hand.  This  balance  is  ob- 
tained monthly,  or  at  more  convenient  periods,  and  serves 
two  purposes.  It  is  the  inventory,  of  course,  and  it  en- 
ables the  stores  keeper  to  comply  with  his  instructions 
regarding  the  minimum  quantity  to  have  on  hand.  The 
price  of  the  inventory  items  is  placed  at  cost,  because  in 
this  business  the  fluctuations  are  slight  within  short  periods 
of  time. 

The  stores  keeper  issues  supplies  upon  requisition  only. 
This  requisition  specifies  the  quantity  desired,  and  the 
.specific  purpose  for  which  it  is  required.  The  stores  keeper, 
•after  filling  the  order,  makes  the  proper  entry  in  his  Stores 
Record  sheet  or  Inventory  sheet,  places  the  cost  of  the  goods 
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upon  the  requisition,  and  forwards  the  latter  to  the  of- 
fice for  proper  recording.  A  simple  form  or  requisition  is 
the  following: 


Requisition  No. 


Deliver  to . 


(here  insert  department) 
for  Job  No the  following  goods. 


Quantity 


Description 


Price 


Cost 


O.  K'd.  by. 


Sup't. 


When  these  requisitions  arrive  at  the  office  they  are 
tabulated  in  a  Materials  Record  Book,  so  that  each  job — 
in  this  case,  each  kind  of  bag  manufactured — may  be 
charged  with  the  amount  of  materials  consumed.  The  Ma- 
terials Record  Book  is  of  the  following  form : 


Materials  Record 

Charge  to  Job  No. 

Req.  No. 

1 

2 

3 

4       5      6      7      8      9       10       11       12 
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Explanation  of  form:  The  cost  of  materials  issued  for 
each  job  is  extended  into  its  own  column.  The  spaces  to 
the  right  of  column  number  twelve  are  reserved  for  special 
contracts  and  for  additional  styles  of  bags  which  it  may  be 
deemed  desirable  to  add  to  the  present  stock.  Once  each 
month  the  columns  are  totaled  so  as  to  ascertain  the  total 
cost  of  materials  consumed  by  each  job.  In  order  to  do 
away  with  the  need  of  inventorying  raw  materials  in  the 
factory,  it  is  provided  that  toward  the  end  of  each  month 
departmental  superintendents  shall  order  no  more  goods 
than  are  needed  for  their  immediate  requirements. 

At  this  time,  too,  the  following  adjustment  entry  is 
in  order: 


Manufacturing  Account  $- 

To  Materials  Purchased 


I 


The  amount  entered  is  the  sum  of  the  columns  of  the  Ma- 
terials Record  Book,  thus  representing  the  total  of  all 
requisitions  on  the  stores  keeper  for  the  month.  The  bal- 
ance of  the  Materials  Purchased  Account,  assuming  that 
the  returned  purchases  are  credited  to  it,  represents  the 
value  of  the  materials  in  charge  of  the  stores  keeper.  This 
account  is  also  the  Controlling  Account  of  the  Stores  Rec- 
ord, because  the  sum  of  all  the  balances  of  all  the  various 
inventory,  or  record,  sheets,  must  equal  the  balance  of  the 
Materials  Purchased  Account  in  the  General  Ledger. 

Thus  far  we  have  shown  no  specific  detailed  cost  ac- 
counting. Each  month,  as  a  result  of  the  entries  in  the 
Materials  Record  Book,  transfers  are  made  to  the  proper 
cost  sheets  of  the  Cost  Ledger.  These  sheets  are  illus- 
trated on  the  following  page.  The  explanations  which  are 
added  should  make  them  clear  to  the  student.  It  need 
scarcely  be  said  that  the  form  shown  is  not  the  only  one 
employed  for  the  purpose  of  obtaining  similar  informa- 
tion. 
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Cost  Sheet 

Job  No. 

Year 

Description 

Price 

Materials 
consumed 

Wages  paid 

Factory 
Overhead 

Date 

Quantity 
produced 

Unit 
cost 

Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

. 

Year 

Remarks: 


Explanation. — The  first  column  is  the  one  to  which 
transfers  or  postings  are  made  once  each  month  from  the 
Materials  Record  Book.  Thus,  if  the  illustration  was  of 
the  Cost  Sheet  for  Job  No.  1,  the  total  of  the  first  money 
column  of  the  Materials  Record  Book  would  be  posted  on 
the  line  for  the  proper  month.  The  use  of  the  other 
columns  will  be  explained  shortly. 

'2.  Other  Materials. — Thus  far,  we  have  been  discuss- 
ing the  treatment  of  leather,  the  major  material  employed 
in  the  manufacture  of  bags.  But  all  that  has  been  written 
is  equally  true  of  the  other  materials  directly  employed  and 
consumed  in  the  manufacture  of  this  product.  General 
supplies,  such  as  belting,  cotton  waste  and  oil,  are  charged 
to  Supplies  Account,  the  treatment  of  which  will  be  dis- 
cussed later. 
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(6)  Wages. — ^We  have  to  consider  two  kinds  of 
wages,  direct  or  productive,  and  indirect  or  unproduc- 
tive. Wages  is  the  general  term  applicable  to  the  re- 
muneration paid  to  all  those  connected  with  the  factory. 
Direct  or  productive  wages  is  reserved  for  the  payment 
to  those  workers  who  are  directly  or  immediately  con- 
cerned in  the  production  of  the  factory  output.  Indirect 
or  unproductive  wages  is  employed  in  connection  with  the 
payment  to  engineers,  watchmen  and  foremen, — men  less 
immediately  and  intimately  concerned  with  the  product  of 
the  factory. 

The  factory  payroll  is  ascertained  in  the  usual  way. 
Each  worker  registers  the  time  of  his  daily  arrival  and 
departure  on  a  time  clock,  and  these  "time  cards"  are 
the  basis  of  the  payroll.  To  simplify  accounting,  the  men 
are  paid  twice  each  month,  so  that  two  payrolls  constitute 
the  number  which  has  to  be  apportioned  each  month  among 
the  various  job  cost  sheets. 

A  single  check  is  drawn  for  each  payroU,  the  entry  in 
the  Cash  Book  resulting  in  a  charge  to  Wages  and  a  credit 
to  Cash.  The  foreman  in  charge  of  each  department  is 
required  to  indicate  upon  the  time  cards  of  the  men  under 
him  the  jobs  to  which  the  wages  paid  should  be  appor- 
tioned. Some  slight  complications  arise  because  men  are 
often  engaged  upon  several  jobs  during  the  course  of  a 
fortnight.  The  Pay  Roll  Book  is  so  ruled  that  it  is  con- 
venient to  separate  the  pay  of  each  man  into  the  columns 
headed  by  the  numbers  of  the  respective  jobs.  The  dif- 
ference between  the  totals  of  these  separate  columns  for 
the  fortnight  and  the  total  factory  payroll  for  the  cor- 
responding period  represents  the  unapportioned  wages, 
that  is,  the  unproductive  or  indirect  wages  for  the  period. 

Each  fortnight  the  totals  of  the  separate  columns  are 
posted  to  the  General  Ledger  by  means  of  the  following 
Journal  entry: 
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Direct  Wages  $ 


To  Wages  $- 


Once  each  month  the  Direct  Wages  Account  is  closed 
into  Manufacturing  Account,  in  a  manner  similar  to  that 
which  obtains  in  the  case  of  Materials  Purchased  Account : 

Manufacturing  Account  $ 


To  Direct  Wages  $- 


When  this  entry  is  made,  there  is  posted  to  the  proper 
individual  cost  sheets  the  sum  of  the  two  fortnightly  totals 
of  the  separate  job  columns  corresponding  in  number  to 
the  cost  sheet.  It  should  be  clear,  then,  that  at  this  point 
the  aggregate  sum  of  the  first  two  columns  of  all  the  cost 
sheets  for  any  month  must  equal  the  total  of  the  Manu- 
facturing Account  for  the  same  month. 

(c)  Overhead  or  Burden. — Now  it  is  necessary  to  close 
into  an  account  called  on  the  books  of  the  concern  we 
are  discussing  Manufacturing  Overhead  all  other  accounts 
representing  costs  or  expenses  of  production.  It  is  first 
necessary  to  evaluate  each  account,  either  by  writing  off 
depreciation  or  by  entering  inventories,  as  was  fully  ex- 
plained and  illustrated  in  Chapter  VII,  pages  176  and 
219.  Assuming  that  this  has  been  done,  an  entry  like 
number  6,  page  219,  must  be  made.  The  chief  difference 
qpists  in  the  debit ;  instead  of  charging  Manufacturing  Ac- 
count, Manufacturing  Overhead  is  employed.  Among  the 
credit  items.  Wages  Account  takes  the  place  of  Foremen  ^s 
Salary,  thus  closing  the  Wages  Account,  most  of  which  has 
previously  been  transferred  to  the  Direct  Wages  Account. 

Manufacturing  Account  will  now  be  charged  with  the 
total  cost  of  the  manufacturing  for  the  month.  In  order 
to  preserve  its  function  as  a  controlling  account  of  the  Cost 
Ledger,  the  total  of  the  month's  overhead  charges  must 
be  divided  among  the  jobs  concerned.    The  problem  of  cor- 
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rectly  and  scientifically  apportioning 
this  burden  constitutes  the  most  diffi- 
cult chapter  in  cost  accounting.  It  is 
not  our  purpose  to  summarize  the  va- 
rious methods  which  are  employed,  nor 
to  present  the  controversial  matter 
which  has  been  born  of  the  problem. 

The  author  believes  that  the  best  in- 
terests of  the  beginner  will  be  observed 
by  presenting  one  theoretical  and  three 
practical  methods  of  apportioning  the 
factory  burden.  To  make  the  problem 
concrete,  let  us  assume  that  the  over- 
head for  January  was  $4,800.00,  and 
that  a  summary  of  the  Cost  Ledger 
is  contained  in  the  tabulation  shown 
on  this  page. 

Plan  No.  1:  This  plan  is  presented 
so  as  clearly  to  place  the  problem  be- 
fore the  reader.  It  is  theoretical,  and 
is  never  employed.  Inasmuch  as  the 
amount  of  the  overhead  is  $4,800.00, 
and,  as  twelve  jobs  are  involved,  one- 
twelfth  of  $4,800.00,  or  $400.00,  should 
be  apportioned  to  each  job.  Once  more, 
this  plan  is  absolutely  incorrect. 

Plan  No.  2:  There  is  some  connec- 
tion between  the  cost  of  materials  con- 
sumed and  the  total  cost  of  the  job. 
There  is  also  some  connection  between 
the  overhead  charges  and  the  cost  of 
the  job.  Though  the  conclusion  is  logi- 
cally absurd,  this  premise  is  frequently 
made  the  basis  of  the  apportionment. 
According  to  this  plan,  there  would  be 
transferred  to  each  job  such  a  part  of 
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the  overhead  as  one  job 's  cost  of  materials  consumed  bears 
to  the  total  cost  of  materials  consumed  for  the  month. 
Specifically,  there  would  be  apportioned  to 

Job  No.  1,  6,800      of  $4,800.00  or  $1,233.33 

26,400 
and  to  Job  No.  2,        5,400      of  $4,800.00  or      $981.81 

26,400 
and  so  on. 

Plan  No.  3:  On  the  basis  of  reasoning  quite  analogous 
to  that  of  Plan  2,  a  relation  is  established  between  direct 
wages  and  overhead,  and  the  apportionment  is  according  to 
the  ratio  of  each  job's  direct  wages  to  the  total  of  direct 
wages.    We  obtain,  accordingly,  for 

Job  No.  1,  9,300      of  $4,800.00,  or  $1,340.54 

33,350 
and  so  on. 

Plan  No.  4:  This  method  combines  plans  three  and 
four.  The  overhead  is  divided  on  the  basis  of  the  prime 
cost,  that  is,  of  the  sum  of  materials  consumed  and  direct 
waiges  paid.  To  each  job  there  is  carried  the  proportion 
which  its  prime  cost  is  of  the  month's  total  prime  cost. 
Thus  we  obtain  for 

Job  ;No.  1,  16,100     of  $4,800.00,  or  $1,294.47, 

59,750 
and  so  on. 

Observation:  The  purpose  of  each  of  these  plans  is 
to  divide  equitably  those  costs  and  expenses  of  the  factory 
of  which  it  could  not  be  said  that  they  belonged  to  any 
one  specific  job.  Cost  accountants  attempt  to  minimize 
thje  problem  by  reducing  the  overhead  to  a  minimum.  In 
other  words,  they  attempt  to  provide  means  for  ascertain- 
ing regarding  the  various  factors  of  the  factory  burden 
just  what  amount  is  chargeable  to  each  job.  They  also 
attempt  to  devise  workable  plans  for  the  apportioning  of 
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fhe  necessary  residue.  For  more  ligbt  on  both  of  these 
matters,  the  student  must  be  referred  to  special  books  on 
cost  accounting. 

(d)  The  Utility  of  the  System. — It  remains  to  be  seen 
of  what  use  the  cost  system  we  have  been  studying  is  to 
the  manufacturer.  First  it  mtlst  furnish  him  with  the 
unit  cost  of  the  articles  he  produces.  The  student  is  di- 
rected to  the  cost  sheet  of  the  Cost  Ledger  (page  312) 
where  this  information  is  readily  obtainable.  Each  month 
the  number  of  bags  produced  is  entered  in  the  "Quantity 
Produced"  column  of  the  proper  Cost  Sheet.  If,  for  ex- 
ample, during  the  month  of  January  there  were  produced 
6,200  bags,  called  Job  No.  1,  then  the  cost  to  manufacture 
a  single  bag  during  the  month  would  have  been  shown 
in  the  unit  cost  column.^  By  subdividing  the  columns 
headed  "Materials  Consumed,"  "Wages  Paid,"  and  "Fac- 
tory Overhead,"  the  unit  cost  of  these  elements  could  easily 
be  computed.  Percentage  columns  might  also  be  added  so 
as  to, furnish  additional  information. 

Besides  ascertaining  the;  unit  cost  of  production,  it  was 
pointed  out  that  cost  accounting  could  furnish  efficiency 
tests.  Does  the  present  system  do  so?  It  surely  does  sup- 
ply data  regarding  the  cost  at  monthly  intervals.  In  this 
way  any  increase  in  production  cost  would  be  detected  im- 
mediately and  an  investigation  of  the  cause  instituted. 
Moreover,  the  very  same  data  coilld  be  employed  to  test 
the  relative  efficiency  of  departments.  Thus,  a  positive  or 
a  relative  reduction  of  cost  in  one  department  could  be 
used  as  a  means  of  emulation  on  the  part  of  those  in 
charge  of  other  departments. 

In  connection  with  this  matter  of  efficiency,  the  charts 
or  graphs  which  were  described  in  Chapter  II  should  prove 
useful.  They  could  be  employed  to  depict  the  trend  of 
production  cost  of  each  commodity  produced  over  a  period 

^The  sum  of  the  first  three  columns  divided  by  6,200. 
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of  years  and  in  this  way  help  to  point  out  tendencies  much 
more  clearly  than  the  corresponding  figures. 

Sunima,ry 

Chapter  XIII  served  to  introduce  the  student  to  the 
subject  of  Cost  Accounting.  The  present  chapter  shows 
that,  instead  of  employing  the  operation  of  a  past  year  so 
as  to  obtain  post  mortem  facts,  it  is  possible  to  create  a 
system  whereby  contebiporaneous  information  of  highest 
importance  is  made  available.  A  Cost  Ledger,  based  upon 
the  principle  of  Double  Entry  Bookkeeping,  and  hence 
subject  to  ready  cheeks  and  mathematical  proofs  of  cor- 
rectness, furnishes  contemporaneous  data  of  unit  costs  and 
discloses  absolute  and  relative  eflBciency  of  the  various  fac- 
tory activities. 

Though  manufacturing  costs  only  were  treated  of  in 
the  present  chapter,  the  principles  employed  might  readily 
be  extended  to  include  selling,  administrative,  and  other 
costs.  If  this  last  information  were  deemed  desirable,  then 
graphs  or  charts  might  be  plotted  so  as  to  picture  the 
tendencies  of  all  branches  of  the  business. 

A  very  important  factor  was  found  tending  to  vitiate 
or  lessen  the  value  *of  the  cost  data  obtainable.  This 
element  concerned  itself  with  the  problem  of  apportioning 
the  overhead  or  burden.  Though  it  is  comparatively  easy 
to  ascertain  the  amount  of  direct  labor  employed  and  the 
cost  of  materials  consumed  on  the  production  of  a  certain 
commodity,'  and  even  quite  accurately  to  record  the  ma- 
chine time  utilized,  it  is  practically  an  impossible  task  to 
state  definitely  just  how  much  of  the  foreman's  time  or 
the  engineer's  fuel  or  the  factory's  rental  was  used  up  by 
a  certain  commodity  produced.  It  is  because  of  the  ex- 
istence of  this  composite  residue — factory  burden,  or  fac- 
tory overhead,  as  it  is  often  termed — that  various  plans 
for  apportioning  it  have  been  suggested.     The  most  ele- 
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meutary  methods  have  been  presented,  and  more  compli- 
cated ones  await  the  student  in  his  advanced  studies. 

Should  it  be  desired  to  ascertain  selling  and  other  costs, 
the  problem  of  distribution  or  apportionments  becomes 
more  complicated  still.  And  this  for  the  reason  that  there 
will  then  be  found  more  than  the  factory  burden  to  divide 
equitably.  This  additional  element  is  sometimes  referred  to 
as  general  overhead  or  general  burden. 

EXERCISES 

Group  One 

1.  What  is  the  purpose  of  Cost  Accounts? 

2.  Distinguish    between    post    mortem    and    contempo- 

raneous Cost  Accounts.  (Prof.  John  R.  Wildman, 
C.  P.  A.,  New  York  University  School  of  Commerce, 
Accounts  and  Finance,  calls  the  first  Accounting 
Cost  System,  and  the  other  Factory  Cost  System.) 

3.  How  is  the  amount  of  direct  wages  ascertained? 

4.  Describe  the  Stores  Record.    What  are  its  functions? 

5.  Show  how  the  Materials  Purchased  Account  and  the 

Manufacturing  Account  of  the  General  Ledger  are 
controlling  accounts  of  the  Cost  Ledger. 

6.  What  is  Manufacturing  Overhead?    How  is  it  appor- 

tioned? 

Group  Two 

1.  The  following  problem  is  based  on  a  recent  examina- 
tion question  set  by  the  New  York  C,  P.  A.  ex- 
amination board : 

The  output  of  the  Pennsylvania  Coal  Co.  for 
1911  was  100,000  tons,  and  the  Trial  Balance 
at  the  end  of  the  year  was: 
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Trial  Balance 


Plant  and  Machinery $50,000.00 

Construction 10,000.00 

Notes  and  Accounts  Receiv- 
able   38,000.00 

Cash 15,000.00 

Mine  Supplies 6,000.00 

Inventory  Coal,  1/1/1911  *.  12.000.00 

Wages 60,000.00 

Salaries  (office) 13,000.00 

Accident  Insurance 5,000.00 

Water  Taxes 1,000.00 

Office  Expenses 11,000.00 

Freight  Outward 10,000.00 

Stable  Expen.9e  (mine) 7,500 .  00 

General  Expenses 18,000 .  00 


$256,500.00 


Capital  Stock $80,000.00 

Sales 158,500.00 

Notes  and  Accounts  Payable      18,000 .  00 


$256,500.00 


*  Last  year's  mining  cost  was  80^  per  ton 


The  inventory  of  coal  on  hand  ready  for  shipment  was 
$16,500.00. 

Write  off  10%  depreciation  from  Plant  and  Machinery 
Account. 

(a)  Prepare  a  Profit  and  Loss  and  Income 
Statement  showing  the  unit  cost  and  percentage 
figures  you  deem  desirable. 

(&)     Also  prepare  a  Balance  Sheet. 

2.  Fill  in  the  cost  sheet  shown  on  page  312,  choosing 

your  own  figures,  and  prepare  a  chart  showing  the 
changes  in  the  unit  cost  of  production  for  the 
twelve  months  of  the  year. 

3.  Using    problem    two    of    Group    Two,    page    235,. 

prepare  a  Profit  and  Loss  and  Income  Statement 
similar  to  any  one  of  those  presented  in  Chapter 
XIII.  Assume  that  the  Kent  Manufacturing  Com- 
pany manufactures  a  patented  fountain  pen  which 
it  sells  at  the  uniform  wholesale  price  of  $1.00 
each.  The  sales  for  the  year  amounted  to  57,770 
pens,  and  there  were  manufactured  during  the  year 
60,000  pens. 
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CHAPTER  XV 

AUDITING 

In  this  final  chapter,  it  is  well  to  emphasize  a  point 
frequently  made  throughout  the  book;  namely,  that  the 
present  text  is  a  serious  effort  to  introduce  the  reader  to 
the  subject  of  accounting.  It  is  not  intended  to  sum  up 
the  entire  field  of  knowledge  embraced ;  it  is  rather  meant 
to  serve  as  a  means  of  lifting  the  curtain  so  that  the 
studious  learner  may  advance  to  the  difficulties  and  suc- 
cess which  lie  beyond.  The  present  chapter  is  in  full  har- 
mony with  the  scheme  of  the  entire  volume ;  hence,  instead 
of  being  a  treatise  on  auditing,  it  will  be  found — it  is  sin- 
cerely hoped — a  suitable  introduction. 

When  the  bookkeeper  goes  over  or  "checks"  his  work 
preparatory  to  posting  or  to  taking  a  Trial  Balance,  his 
task  embraces  the  rudiments  of  auditing.  For  much  of  the ' 
auditor's  work  is  a  review  of  the  bookkeeper's  work. 
Wherein  then  lies  the  difference?  The  mission  of  this 
chapter  is  to  clear  up  the  question.  It  must  satisfy  the 
student  to  learn  in  a  preliminary  way  that  the  difference 
is  to  be  found  in  the  respective  points  of  view  of  the  book- 
keeper and  the  auditor,  in  the  wider  and  more  scientific 
experience  of  the  latter,  and  in  the  methods  and  aims  of 
both. 

The  Ordinary  Audit. — The  auditor  is  usually  engaged 
to  perform  a  specific  task.  The  methods  he  employs  de- 
pend, in  a  measure,  on  the  nature  of  his  task.  We  shall 
first  discuss  him  as  the  auditor  called  in  at  the  end  of  the 
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year  to  prepare  the  Balance  Sheet  and  the  Profit  and  Loss 
Statement.  Surely  he  would  not  attempt  to  employ  as  a 
basis  for  the  two  the  Trial  Balance,  which  it  is  customary 
for  the  bookkeeper  to  submit  to  him,  without  verification. 
To  aid  him  in  the  verification,  he  requests  a  list  of  all  books 
kept,  together  with  all  vouchers.  The  list  of  books  en- 
ables him  to  trace  typical  transactions,  such  as  purchases 
and  sales,  from  the  first  to  the  final  entry,  and  in  this  way 
he  gains  a  working  notion  of  the  business.  Another  pre- 
liminary request  is  that  all  totals  and  balances  in  books 
of  original  and  of  final  entry  be  inked  in,  so  as  to  mini- 
mize the  probability  of  changes  during  the  course  of  the 
audit. 

Three  points  are  looked  for  by  the  auditor  in  his  check- 
ing.   They  are: 

1.  Errors  of  principle. 

2.  Errors  of  omission. 

3.  Fraud. 

The  author  has  arranged  them  in  the  order  of  their  fre- 
quency judged  solely  by  his  own  experience. 

1.  Errors  of  Principle. — These  consist  almost  invari- 
ably of  a  failure  to  observe  the  distinction  between  capital 
and  revenue,  a  subject  to  which  attention  was  called  in 
the  second  section  of  Chapter  Two  (page  21).  For  ex- 
ample, if  ordinary  repairs  are  charged  to  such  an  account 
as  Real  Estate  or  Building  instead  of  to  an  Expense  Ac- 
count like  Repairs,  the  cost  of  operations  for  the  period 
will  be  too  low  and  the  value  of  the  assets  will  be  too  high. 
On  the  other  hand,  if  a  new  wing  were  to  be  added  to  the 
factory  and  charged  to  Repairs  Account  or  the  purchase 
of  new  machinery  charged  to  such  an  account  as  Factory 
Supplies  or  Factory  Expense,  the  cost  of  operations  would 
appear  above  its  true  amount  and  the  assets  would  be  un- 
dervalued incorrectly.     Such  an  undervaluation  of  assets 
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as  was  just  pointed  out  is  an  example  of  so-called  secret 
reserves,  a  subject  of  which  the  student  will  learn  more  in 
his  later  studies. 

2.  Errors  of  Omission. — These  are  of  two  kinds; 
failure  to  record  a  transaction  in  some  book  of  original 
entry,  and  failure  to  post  an  entry. 

The  omission  of  an  entry  in  a  book  of  original  entry 
is  often  very  difficult  to  detect.  Examples  are  failure  to 
enter  a  sale,  thereby  failing  to  charge  a  customer,  neg- 
lecting to  record  a  cash  sale,  and  others.  Certain  "in- 
ternal checks"  to  prevent  such  errors  will  be  referred  to 
in  the  third  division  of  this  chapter. 

Failure  to  post  an  entry  is  more  easily  disclosed.  If 
the  entry  unposted  is  from  any  book  other  than  the  Jour- 
nal, the  difference  between  the  totals  of  the  columns  of 
the  Trial  Balance  will  be  indicative  of  the  fault.  This  is 
also  true  of  the  Journal,  if  either  a  debit  or  a  credit  item 
was  overlooked,  but  if  both  the  debit  and  the  credit  for 
the  same  transaction  were  skipped, — a  not  unusual  hap- 
pening when  the  entry  is  the  final  one  on  the  page, — ^the 
Trial  Balance  will  be  in  equilibrium.  Detailed  checking 
from  the  books  of  original  entry  to  the  Ledger  or  from  the 
Ledger  Accounts  back  to  the  books  of  original  entry  will 
reveal  the  errors  included  in  this  section. 

3.  Fraud. — Many  kinds  of  frauds  are  most  difficult  to 
detect  because  the  bookkeeper  endeavors  to  cover  up  his 
tracks.  We  cannot  attempt  to  cover  the  entire  field  in 
this  section,  so  we  shall  have  to  content  ourselves  with 
a  discussion  of  two  typical  examples.  These  are  the  reten- 
tion of  cash  and  the  stealing  of  merchandise. 

(a)  Cash:  The  first  step  consists  of  having  the  Bank 
Pass  Book  balanced,  and  the  balance  thus  found  compared 
with  the  cash  balance  shown  by  the  books.  Usually  there 
is  a  discrepancy  due  to  outstanding  checks,  but  the  bal- 
ances are  easily  reconciled.     One  illustration  will  suffice: 
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Reconciliation  Account 
July  1,  1913.    Our  balance  as  per  Cash  Book $3,450.00 

Bank's  balance  as  per  Pass  Book. .  $3,610.00 
Deduct  outstanding  checks: 

No.  867 $85.00 

No.  868 34.68 

No.  871 40.32 

160.00 

$3,450.00 


Assuming  that  the  cash  balance  has  been  found  cor- 
rect, it  is  usual  to  ascertain  whether  or  not  money  has  been 
kept  instead  of  having  been  regularly  deposited.  This  is 
an  important  index  to  the  absolute  honesty  of  the  cashier 
or  custodian  of  cash,  as  many  instances  are  known  where 
such  employees  have  gambled  with  the  funds  of  the  con- 
cern. Deposits  should  be  compared  with  consecutive  en- 
tries to  see  that  no  receipts  have  been  omitted  from  de- 
posits, and  all  such  omissions  should  be  carefully  traced 
and  explained  away. 

The  third  step  consists  of  an  attempt  to  ascertain 
whether  or  not  all  receipts  have  been  entered.  Various 
complications  are  involved,  but  we  shall  consider  only  the 
simplest  case.  Recalling  that  every  transaction  in  Double 
Entry  Bookkeeping  necessitates  that  accounts  be  debited 
and  credited  for  equal  amounts,  a  good  method  of  proced- 
ure is  indicated.  It  is  to  check  back  the  credits  from  the 
accounts  in  the  Customers'  Ledger. 

Let  us  consider  for  a  moment  how  the  bookkeeper  may 
attempt  to  conceal  his  defalcation.  He  fails  to  enter  cash 
or  a  check  received  from  a  customer,  and  retains  it.  But 
he  must  credit  the  customer's  account  (and,  consequently 
Accounts  Receivable)  or  the  theft  is  easily  liable  to  de- 
tection. But  if  he  credits  such  an  account,  he  must  debit 
another  in  order  to  maintain  the  equilibrium  demanded  by 
double  entry  books.    To  do  so  compels  him  to  charge  some 
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Nominal  Account,  one  of  which  it  has  been  said,  *  *  it  won 't 
squeal."  Two  common  methods  are  employed  to  uncover 
such  practices,  but  the  process  of  checking  back  from  the 
Personal  Accounts  is  enough  for  the  reader's  present  pur- 
poses. If  the  entry  suggested  has  been  made,  checking 
will  reveal  the  fact,  for  no  Cash  Book  entry  (or  Journal 
entry  for  notes  or  returns)  will  be  found  to  correspond 
to  the  fraudulent  item. 

But  the  checking  of  the  Cash  Book  does  not  rest  with 
the  receipt  side  alone.  The  payments  must  be  scrutinized 
also.  It  is  customary  to  demand  vouchers  or  receipts  for 
all  disbursements.  Such  vouchers  consist  of  receipted  in- 
voices, ordinary  receipts,  canceled  checks,  etc.  Some  pre- 
ventive of  fraud  discussed  in  this  section  will  be  suggested 
in  the  third  division  of  this  chapter. 

(6)  Merchandise:  Thefts  of  merchandise  are  prob- 
ably at  least  as  common  as  those  of  money,  though  it  should 
be  understood  clearly  that  most  mercantile  failures  are 
not  based  on  losses  connected  with  dishonesty  of  this  sort. 
Actual  inventorying  at  frequent  intervals  and  comparison 
with  the  balance  of  the  Stores  Record,  such  as  described  in 
the  last  chapter  (page  308),  prove  a  positive  check.  But, 
in  the  absence  of  such  a  system,  the  accountant  employs 
a  check  which  is  often  a  reliable  index.  To  illustrate,  let 
us  assume  these  facts: 

(i)  During  the  past  three  years  there  has  been  an 
average  profit  of  40%  of  "sales  on  turnover." 

(m)  The  inventory  at  the  beginning  of  the  year  was 
$18,000.00. 

(Hi)  Net  purchases  during  the  year  amounted  to 
$240,000.00. 

{iv)     Net  sales  for  the  year  amounted  to  $310,000.00. 

(v)  The  inventory  found  at  the  end  of  the  year  was 
$24,000.00. 

The  question  for  the  auditor  to  decide  is  whether  the 
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amount  of  the  inventory  is  prohahly  correct  or  not.  The 
decision  is  reached  as  follows: 

Three  hundred  and  ten  thousand  dollars  divided  by 
140%  equals  $221,428.00+.  (Explanation:  The  "turn- 
over" is  the  first  cost  of  goods  sold.  It  includes  Freight 
Inward,  but  in  this  case  we  may  assume  none  exists.  If 
goods  are  sold  at  an  increase  of  40%  on  the  turnover, 
then  sales  equal  140%  of  the  former  amount  and  hence 
the  division.) 

The  division  shows  that  the  cost  price  of  the  sales  or 
the  turnover  was,  approximately,  $221,500.00.  Employ- 
ing this  figure  we  obtain  the  following: 

Value  of  goods  on  hand  at  beginning  of  year $18,000 .  00 

Net  purchases  during  the  year 240,000 .  00 

$258,000.00 
Deduct  cost  price  of  sales 221,500.00 

Value  of  inventory  which  should  be  on  hand . . .    $36,500 .  00 

The  discrepancy  between  the  value  thus  found  ($36,- 
500.00)  and  the  inventory  as  reported  ($24,000.00), 
amounting  to  $12,500.00,  suggests  that  an  "investigation" 
is  in  order. 

Auditors  apply  the  principle  involved  in  the  foregoing 
computation  to  check  up  the  reports  of  goods  destroyed  by 
fire  or  stolen. 

(c)  Miscellaneous  Items:  Checking  of  purchases, 
notes  receivable,  notes  payable,  investments,  etc.,  cannot 
be  described  here.  The  student  will  find  these  and  kindred 
subjects  discussed  in  books  on  auditing. 

After  completing  the  checking  in  detail  the  auditor 
submits  his  final  report.  This  consists  of  a  Balance  Sheet 
and  a  Profit  and  Loss  Statement,  together  with  necessary 
comments.  Sometimes,  he  adds  suggestions  tending  to  min- 
imize fraud  or  increase  efficiency,  or  both.  We  are  now 
ready  to  consider  the  last  two  aspects  of  this  chapter. 
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The  Auditor's  Report 
I.  The  ' ' Working  Sheet' ' : 

The  data  from  which  the  Statements  are  prepared  is 
found  on  the  so-called  Working  Sheet.  It  consists  of  paper 
ruled  as  follows,  containing  as  many  money  columns  as 
are  desired: 


The  first  step  consists  of  copying  the  Trial  Balance,  for 
which  purpose  the  first  four  spaces  are  employed.  The 
pages  of  the  Ledger  are  written  in  the  narrow  column,  the 
titles  of  the  accounts  in  the  next,  and  the  balances,  debits, 
and  credits  separately,  in  the  next  two.  Several  additional 
sets  of  debit  and  credit  columns  are  found  to  the  right. 
These  are  variously  employed;  the  author  uses  the  second 
set  for  adjustments  due  to  errors,  the  third  for  inventory 
and  depreciation  items,  the  fourth  for  losses  and  profits, 
and  the  fifth  for  Balance  Sheet  items. 

The  headings  of  these  columns,  in  accordance  with  the 
scheme  outlined,  are  shown  on  the  following  page. 

A  few  illustrations  should  assist  the  pupil  to  under- 
stand this  topic.  Later  on,  we  shall  submit  a  simple  audit 
involving  the  same  subject  in  greater  detail. 
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(a)     Adjustments: 

1.  Assume  that  we  found  Buildings  Account  charged 
with  an  expenditure  of  $65.00  for  repairing  of  the  roof 
cornice,  but  decided  that  it  should  be  charged  to  Repairs 
Account,  instead.    A  Journal  entry 

Repairs  $65.00 

To  Buildmgs  $65.00 

is  necessary.  Instead  of  entering  it  as  soon  as  it  is  dis- 
covered, the  adjustment  column  alone  is  filled  in,  properly 
indexed,  and  the  Journal  entry  made  after  the  checking 
has  been  completed. 

The  adjustment  consists  of  writing  $65.00  in  the  debit 
column  of  Adjustments  opposite  to  Repairs,  and  the  same 
amount  in  the  credit  column  opposite  Buildings.  Indexing 
consists  of  labeling  these  items,  say  with  a  small  (a),  and 
noting  among  the  memoranda,  for  future  error,  the  par- 
ticulars of  the  error. 

2.  Let  us  assume,  also,  that  the  last  Journal  entry  on 
a  certain  page  was  not  posted.    This  entry  was: 

Notes  Receivable  Discounted        $500.00 

To  Notes  Receivable  $500.00 

In  the  debit  column  opposite  Notes  Receivable  Dis- 
counted $500.00  should  be  entered,  and  in  the  credit 
column  opposite  Notes  Receivable  the  same  amount;  and 
both  items  should  be  properly  indexed  £ind  explained  in 
the  memoranda  sheets. 

(&)  Inventories  and  Depreciations: 

1.  Merchandise  on  hand  should  be  charged  to  Mer- 
chandise Inventory  Account  and  credited  to  the  Purchases 
Account.  This  step  is  so  easy  that  detailed  illustrations 
are  unnecessary.     The  items  should  be  indexed,  of  course. 

2.  Depreciation  on  factory  buildings  should  be  charged 
Ko  Manufacturing  Account  (usually)  and  credited  to  the 
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proper  Depreciation  Account.     Indexing  is  necessary,  as 
in  other  cases. 

(c)  Profit  and  Loss: 

All  balances, — showing  a  profit  or  a  loss,  adjustments, 
inventories  and  depreciation  taken  into  consideration, — 
should  be  extended  into  the  proper  column.  The  differ- 
ence between  the  totals  of  the  columns  represents  the 
net  profit  or  the  net  loss. 

(d)  Balance  Sheet: 

In  a  similar  way  all  balances  denoting  assets  and  liabil- 
ities should  be  extended  into  their  proper  columns.  The 
difference  between  the  totals  of  the  two  columns  consti- 
tutes the  present  worth  or  net  capital.  Readers  may 
recognize  in  the  Trial  Balance  and  the  last  two  sets  of 
columns  the  old-time  so-called  Six  Column  Balance  Sheet. 

U.  The  Statements : 

The  auditor  prepares  from  his  Working  Sheet  the  usual 
Balance  Sheet  and  the  Profit  and  Loss  Statement.  The 
Balance  Sheet  corresponds  to  the  books  after  they  have 
been  closed,  if  the  adjustments,  inventories,  and  depreci- 
ations have  been  entered  and  posted. 

in.  The  Report: 

(a)  The  auditor's  final  report  consists  of  the  two 
Statements,  together  with  "supporting  schedules"  such 
as  for  Accounts  Receivable,  Notes  Receivable,  etc.  It  also 
contains  a  certificate  testifying  to  the  correctness  of  the 
Statements.  The  forms  of  such  certificates  vary  with  the 
circumstances,  but  the  most  general  and  most  unqualified 
one  resembles  the  following: 

I  hereby  certify  that  I  have  examined  the  books 

of for  the  year   ending 

and  that  the  above  Balance  Sheet  and  the  accom- 
panying Profit  and  Loss  Statement  are  correct. 
(Signed)  Joseph  J.  Klein, 

CERTIFIED  PUBLIC  ACCOUNTANT. 
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(6)  As  was  stated  before,  it  is  usual  for  the  auditor 
to  point  out  means  of  preventing  fraud  and  increasing 
efficiency.  The  suggestions  under  the  first  head  are  often 
referred  to  as  "internal  checks."  We  shall  consider  them, 
at  once: 

1.  If  the  books  are  not  operated  under  a  system  of 
Controlling  Accounts,  it  is  customary  to  point  out  the  effi- 
cacy of  the  latter,  and  to  propose  their  installation. 

2.  It  is  often  necessary  to  make  recommendations  re- 
garding cash.  If  the  cashier  keeps  the  Ledgers,  it  is  well 
to  suggest  that  he  be  relieved  of  this  work,  though  the 
suggestion  requires  tactful  handling.  Again,  it  is  well  that 
clerks  engaged  on  individual  Ledgers  be  shifted  about,  thus 
tending  to  disclose  irregularities. 

Another  suggestion  regarding  cash  concerns  itself  with, 
the  handling  of  petty  cash.  All  moneys  received,  no  mat- 
ter how  small  in  amount,  should  be  deposited. 

The  usual  method  of  handling  petty  cash  consists  of 
drawing  an  initial  check  for  the  use  of  the  petty  cash 
drawer,  and  of  replenishing  the  supply  whenever  deemed 
necessary.  As  each  check  is  drawn,  the  Petty  Cash  Ac- 
count of  the  General  Ledger  is  charged  by  an  entry  on  the 
payment  side  of  the  Cash  Book.  At  the  same  time  an 
entry  is  made  on  the  receipt  side  or  in  the  receipt  column 
of  the  Petty  Cash  Book.  Once  each  month  a  Journal 
entry  of  the  following  form  is  made: 

"Wages  $ 

Postage  $ 

Freight  $ 

Expense  $- 

To  Petty  Cash  $ 


The  debit  items  are  obtained  from  the  totals  of  the  dis- 
tribution columns  on  the  payment  side  of  the  Petty  Cash 
Book,  or,  in  the  absence  of  s\ich  columns,  by  means  of 
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an  analysis  of  the  payments  known  as  a  "Recapitulation 
Statement."  The  monthly  balance  of  Petty  Cash  Account 
is  equal  to  the  balance  of  the  corresponding  book,  and  this 
balance  appears  in  the  Trial  Balance. 
.  The  method  advocated  by  many  accountants  is  known 
as  the  "Imprest"  system.  It  may  be  described  briefly, 
thus: 

An  initial  check  is  drawn  just  as  in  the  ordinary  case, 
and  the  entry  therefor  is  the  same.  The  amount  of  this 
check  is  fixed  at  the  sum  which  it  is  desired  shall  be  the 
maximum  amount  in  the  cash  drawer.  When  funds  are 
low,  a  Statement  is  submitted  by  the  custodian,  of  petty 
cash  showing  how  much  was  spent  and  the  accounts  charge- 
able therefor.  A  check  is  then  drawn  for  the  amount  of 
this  requisition,  as  a  result  of  which  the  entry  on  the  pay- 
ment side  of  the  Cash  Book  charges  the  various  accounts 
shown  on  the  "recapitulation."  It  is  thus  seen  that  the 
Petty  Cash  Account  in  the  General  Ledger  is  not  affected 
by  subsequent  petty  cash  checks.  The  amount  appearing 
in  the  Trial  Balance  is  thereby  fixed. 

The  advantage  resulting  from  deposits  of  all  cash  re- 
ceipts is  obvious  enough.  But  the  same  can  scarcely  be 
said  of  the  Imprest  system.  Its  most  enthusiastic  friends 
argue  that  the  necessity  of  accounting  for  expenditures 
whenever  asking  for  additiopal  funds  is  a  great  preven- 
tive of  peculation.  Let  this  istatement  be  contrasted  with 
the  one  made  regarding  the  procedure  in  the  more  common 
handling  of  petty  cash,  namely,  that  each  month  a  similar 
Statement  is  necessary,  and  the  student  is  then  in  as  good 
a  position  as  the  author  to  pass  judgment  on  the  relative 
merits  of  the  two  systems. 

3.  It  is  also  usual  to  recommend  a  Stores  Record  so 
as  to  control  merchandise.  The  student  should  recall  that 
in  the  second  chapter  on  Cost.  Accounting  this  record  was 
described  and  illustrated.    If  a  physical  count  of  individual 
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articles  or  varieties  be  made  at  frequent,  but  irregular, 
periods,  and  the  amount  thus  found  compared  with  the 
balance  shown  in  the  Record,  it  will  prove  a  valuable  check. 

4,  Recommendations  regarding  efficiency  require 
greater  experience  and  higher  ability  than  are  involved  in 
the  other  three  suggestions.  Sometimes  these  suggestions 
assume  the  form  of  office  reorganization,  and  often,  again, 
the  installation  of  a  radically  different  accounting  sys- 
tem. This  subject  also  involves  recommendations  for  in- 
creasing factory  output,  reduction  of  selling  cost,  expenses, 
etc.,  but  here  the  training  of  an  efficiency  engineer  must 
be  added  to  the  endowments  of  the  accountant. 

A  Special  Report. — We  are  about  to  illustrate  the 
simplest  kind  of  service  that  the  auditor  may  be  called 
upon  to  render.  Let  us  assume  that  his  opinion  has  been 
asked  regarding  the  advisability  of  contributing  $4,000.00 
for  a  one-third  interest  in  the  manufacturing  business  of 
Howe  &  Rowe,  who  furnish  him  with  the  following  data: 

Balance  Sheet  of  Howe  &  Rowe 

December  31,  1913 


Plant  and  Machinery.  $10,000.00 

Tools 3,400.00 

Gk)ods  in  Process 1,300 .  00 

Finished  Goods 2,100.00 

Raw  Materials 600. 00 

Notes  Receivable 4,000 .  00 

Accounts  Receivable.  800.00 

Cash 250.00 


$22,450.00 


Loans $5,000.00 

Notes  Payable 4,200 .  00 

Accounts  Payable 3,250.00 

C.  L.  Howe,  Prop 6,000.00 

F.  Rowe,  Prop 4,000. 00 


$22,450.00 


Orders  on  hand $4,000.00 

Average  net  profits  during  last  three  years 2,000 .  00 

Assume  that  Howe  &  Rowe  were  engaged  in  the  manu- 
facture of  cigars,  and  that  your  client  could  not  obtain 
any  additional  information,  so  that  you  had  to  base  your 
judgment  solely  upon  the  above  data,  you  might  report  as 
follows : 
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Report  Relative  to  Acquiring  a  One-third  Interest  in  the 
Firm  of  Howe  &  Rowe 

In  the  absence  of  detailed  Profit  and  Loss  Statements 
and  a  thorough  examination  of  the  books,  I  advise  against 
the  acceptance  of  the  proposal  for  the  following  reasons : 

1.  The  condition  of  the  business  as  shown  by  the  Bal- 
ance Sheet  submitted  to  me  is  very  unhealthy.  This  point 
is  brought  out  clearly  by  a  rearrangement  as  per  Exhibit 
A,  herewith,  which  shows  that  current  assets  of  only 
$7,150.00  are  available  with  which  to  meet  current  liabil- 
ities amounting  to  $12,450.00  (loans  are  assumed  to  be 
almost  due). 

2.  The  Balance  Sheet  shows  no  provision  for  depreci- 
ation of  plant  and  machinery  and  tools.  I  cannot  state 
from  the  data  furnished  me  whether  or  not  the  amounts 
given  represent  original  prices  paid  or  whether  they  are 
the  result  of  deductions  caused  by  wear  and  tear,  etc. 

3.  It  is  possible  that  notes  receivable  and  accounts 
receivable  represent  perfectly  good  debts,  but  I  cannot 
vouch  for  them  without  an  opportunity  to  examine  them. 

4.  Other  questions,  such  as  the  correctness  of  the  basis 
employed  in  the  valuation  of  goods  in  process,  raw  ma- 
terials, and  finished  goods,  remain;  also  the  question  of 
the  nature  of  the  finished  goods  on  hand,  as  to  their  mar^ 
ketability,  remains  to  be  answered. 

It  is  possible  that  an  examination  of  the  books  would 
lead  to  a  different  opinion,  because  they  might  show  that 
the  Balance  Sheet  has  been  drawn  up  over-conservatively, 
and  that  the  business  has  been  improving  progressively 
since  its  beginning.  But  in  the  absence  of  such  light,  the 
best  interests  of  my  client  demand  that  I  report  adversely. 
Respectfully  submitted, 

(Signed)    Joseph  J.  Klein, 

CERTIFIED  PUBLIC  ACCOUNTANT. 
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Exhibit  A 

Balance  Sheet  of  Howe  &  Rowe 

December  31,  1913 

(Recast) 


CcRRENT  Assets: 

Cash $250.00 

Accts.  Receiva- 
ble          800.00 

Notes  Receiva- 
ble       4,000.00 

Finished  Goods.      2.100.00   $7,150.00 


Other  Assets: 
Plant   and   Ma- 
chinery  $10,000.00 

Tools 3,400.00 

Goods  in  Process      1,300.00 

Raw  Materials..         600.00    15,300.00 


$22,450.00 


Current  Liabiuties: 

Loans $5,000.00 

Accts.  Payable.      3,250.00 

Notes  Payable .      4,200 .  00  $12,450 .  00 


Capital: 

C.  L.  Howe $6,000 .  00 

F.  Rowe 4,000.00    10,000.00 


$22,450.00 


A  Simple  Detailed  Audit. — It  is  deemed  well  to  pre- 
sent to  the  student,  in  brief  outline  because  of  the  exigen- 
cies of  space,  the  simpler  steps  in  a  "completed"  audit. 
A  completed  audit  is  one  in  which  the  auditor  is  called 
upon  to  perform  his  functions  at  the  end  of  a  period  after 
a  Trial  Balance  has  been  taken.  The  completed  audit  is 
often  compared  to  the  "continuous"  audit.  The  latter 
involves  checking  of  the  bookkeeper's  work  during  the 
period  under  review,  often  as  frequently  as  once  a  month, 
so  that  at  the  end  of  the  year  the  final  reports  and  State- 
ments may  be  prepared  without  a  preliminary  audit. 

Let  us  assume  that  we  have  been  called  upon  to  audit 
the  books  of  a  trading  firm,  organized  as  a  partnership, 
which  has  just  completed  its  first  year  of  operations,  and 
that  our  instructions  were  "to  do  all  the  work  we  con- 
sider necessary. ' '  We  shall  proceed  to  describe  our  opera- 
tions, giving  brief  explanations  of  the  reasons  underlying 
the  steps  taken. 

1.    Ask  for  a  copy  of  the  partnership  agreement. 

This  is  called  for  so  as  to  ascertain  the  relations  be- 
tween the  partners,  their  rights  and  duties,  and  the  nature 
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and  amount  of  the  original  investment.  Limitations  on 
their  drawings  for  personal  uses,  salary  allowances,  in- 
terest on  investments,  and  adjustments  of  net  profit  are  also 
specifically  sought.  Brief  abstracts  are  made  in  a  so-called 
"audit  note-book,"  which  memorandum  is  kept  for  future 
reference. 

2.  Ask  for  a  list  of  all  books  kept,  together  with  the 
names  of  those  in  charge  of 'the  respective  ones. 

Such  a  list  reveals  what  books  are  employed,  the  possi- 
iility  of  fraud  in  that  related  records  are  in  charge  of 
the  same  person,  and  avoids  the  possibility  of  missing 
some  auxiliary  book.  In  this  case  the  following  list  was 
submitted : 

Purchase  Book  T.  Jones,  entry  clerk 

Sales  Book  T.  Jones,  entry  clerk 

Cash  Book  R.  L.  Browne,  cashier 

Check  Book  R.  L.  Browne,  cashier 

Customers '  Ledger  F.  Season,  bookkeeper 

Creditors'  Ledger  F.  Season,  bookkeeper 

General  Ledger  F.  Season,  bookkeeper 

Pay  Roll  Book  F.  Season,  bookkeeper 

Shipping  (Receipt)  Book        Bob    McGovern,    ship- 
ping clerk 

Petty  Cash  Book  Miss  Neal,  Stenographer 

3.  Take  the  Bank  Pass  Book  to  the  bank.  If  you  are 
unknown  there  present  a  letter  of  introduction  from  the 
firm,  and  request  that  the  book  be  balanced  as  quickly 
as  possible,  and  that  it  and  the  vouchers  be  kept  until 
you  call  for  them. 

By  handling  this  matter  as  indicated,  you  assure  your- 
self that  the  Pass  Book  has  not  been  tampered  with  be- 
fore presentation  to  you. 

4.  Call  for  the  Trial  Balance,  order  that  all  totals 
and  balances  be  inked  in,  and  take  personal  charge  of  all 
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records,  including  vouchers  for  cash  payments,  and  receipts, 
etc.,  for  cash  receipts.  Make  sure  that  the  records  are 
safe  from  any  possible  interference. 

The  Trial  Balance  and  the  inking  in  of  totals  act  as 
a  check  on  the  changing  of  Ledger  Accounts,  Cash  Book 
totals,  etc.  Cases  are  known  where,  in  a  bank  examination, 
collateral  bonds  of  a  high  market  value  were  substituted 
for  those  actually  held  by  the  bank  which  were  worth 
much  less.  The  statement  regarding  duplication  is  made 
because  we  know  of  an  instance  where  the  same  receipt 
was  used  twice  as  a  basis  for  checking  two  payments  of 
equal  amount. 

5.  The  amount  of  cash  in  the  petty  cash  drawer  is 
counted  and  a  note  made  of  how  much  is  found  there.  This 
amount  is  later  compared  with  the  balance  which  the  Petty 
Cash  Book  shows  should  have  been  there  at  the  time.  Sim- 
ilarly, cash  and  checks  in  the  general  cash  drawer  are 
counted,  and  a  record  made  thereof,  to  be  used  in  recon- 
ciling the  cash  balance  later. 

6.  "We  commence  by  checking  the  Cash  Book.  First 
we  reconcile  the  Cash  Book  balance  with  that  of  the  Check 
Book,  and  also  with  the  bank's  balance,  unless  the  Pass 
Book  has  not  yet  been  returned. 

This  reconciliation  will  serve  to  bring  out  any  gross 
discrepancy^  so  that  if  any  exists,  the  auditor  may  watch 
for  it  during  the  process  of  the  checking. 

(a)     Checking  the  receipts  of  cash : 

Very  few  concerns  use  counterfoil  receipt  books.  The 
employment  of  these  makes  the  checking  of  the  cash  re- 
ceipts very  easy.  All  that  is  necessary  is  a  comparison  be- 
tween the  entries  in  the  Cash  Book  and  the  duplicate  re- 
ceipts or  the  stub  of  the  receipts.  In  most  cases  the  auditor 
must  rely  on  two  methods,  namely,  on  tracing  the  deposits 
of  cash  as  already  indicated  and  the  checking  .of  postings 
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from  the  Customers'  and  other  Ledgers.  And  these  two 
steps  are  the  ones  taken  by  us. 

The  system  of  cheek  marks  used  will  be  found  illus- 
trated in  (&)  and  (c)  below. 

( & )     Cheeking  the  payments  of  cash : 

For  many  payments,  the  canceled  checks  will  be  the 
only  vouchers.  Look  particularly  for  the  endorsement  and 
make  note  of  any  checks  which  have  passed  through  a  num- 
ber of  hands  before  being  deposited.  There  is  more  like- 
lihood of  fraud  in  connection  with  such  checks  than  with 
those  which  bear  only  the  endorsement  of  the  payee  and 
that  of  his  bank.  Compare  canceled  vouchers  with  in- 
voices wherever  possible.  Compare  pay  roll  checks  with 
pay  roll  totals  in  Pay  Roll  Book.  Use  a  distinct  check 
mark  in  the  latter  book,  because  you  have  not  yet  audited 
it.  The  author  suggests  a  downward  tick  ( ^  )  which, 
may  afterwards  be  converted  to  a  regular  check  (  V )  when 
satisfied  with  the  correctness  of  the  record,  by  adding  an 
up  stroke  (/). 

Unusual  disbursements  such  as  for  taxes,  purchase  of 
bonds,  etc.,  should  be  vouched  for  by  the  production  of  the 
necessary  papers.  Some  of  the  discounts  allowed  should  be 
tested  at  random,  though  it  is  advisable  to  select  the  larger 
items  for  this  purpose. 

(c)     Completion  of  the  Cash  Book: 

The  totals  of  each  page  should  now  be  checked,  care- 
ful attention  being  given  to  two  points:  the  discount 
column  total  plus  the  net  column  total  should  be  recon- 
ciled with  the  Accounts  Receivable  and  Accounts  Payable 
columns  respectively,  and  the  carrying  forward  of  balances 
and  of  totals  should  be  conscientiously  scrutinized.  The 
reconciliation  referred  to  is  not  practical  unless  there  is 
on  each  side  of  the  Cash  Book  a  fourth  column  for  Gen- 
eral Ledger  items. 

Posting  should  be  carefully  checked  back  from  the  Led- 
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gers  to  the  Cash  Book.  The  items  found  correctly  posted 
should  be  checked  ( V )  in  the  various  Ledger  Accounts, 
and  in  the  Cash  Book.  It  is  not  necessary  to  "cross  check" 
in  the  book  of  original  entry, — the  Cash  Book  in  this  case, 
— but  if  it  is  preferred  to  do  so,  then  one  of  two  devices 
may  be  employed.  The  original  check  is  changed  either  to 
**v^"  orto**\^." 

Errors  as  found,  in  posting  or  in  the  original  entry, 
should  be  recorded  in  the  adjustment  column  of  the  Work- 
ing Sheet  and  an  entry  of  the  fact  made  in  the  Audit  Note 
Book.  The  student  should  look  for  the  Working  Sheet 
record  of  two  errors  which  we  assume  were  discovered, 
namely,  an  entry  on  the  credit  side  of  the  Cash  Book. 

July  6     E.  Gray  &  Co.    Inv.  6/29  Ie8s3%||4000|001|20|001|3980100 

and  an  entry  under  date  of  October  3,  charging  Office  Fur- 
niture Account  instead  of  Office  Expense  Account  for  var- 
nishing, etc.,  $50.00. 

The  first  item  illustrates  an  error  in  the  deduction  of 
discount.  The  allowance  should  have  been  $120.00  (3% 
on  $4,000.00),  but  only  $20.00  was  taken  off.  A  claim 
should  be  addressed  immediately  to  Robert  Gray  &  Co.,  but 
the  adjustment  entry  will  be  reserved  till  later.  The  second 
error  is  illustrative  of  the  kind  occurring  most  frequently, 
as  was  indicated  elsewhere. 

7.  The  General  Ledger  should  now  be  completely 
checked.  To  do  so,  simply  see  to  it  that  the  inked  in 
totals  of  the  Purchase  Book,  of  the  Sales  Book,  and  of  the 
special  columns  of  the  Journal  have  been  posted.  Then 
check  the  posting  of  the  General  Ledger  column  of  the 
Journal.  Prove  the  correctness  of  the  balances  of  the  ac- 
counts in  the  General  Ledger,  and  make  sure  that  these 
balances  have  been  correctly  transferred  to  the  Trial  Bal- 
ance. 

After  this  has  been  done,  the  auditor  releases  the  Gen- 
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eral  Ledger,  for  the  first  part  of  the  "Working  Sheet  to 
which  the  Trial  Balance  has  been  transferred  contains  an 
abstract  of  the  Ledger.  He  does  not  fear,  then,  that  any 
changes  will  be  made  in  this  book. 

8.  The  Purchase  Book,  the  totals  of  which  have  al- 
ready been  carefully  reviewed,  is  now  checked  in  detail. 
Invoices  are  compared  with  individual  entries,  and  evi- 
dence is  sought  of  the  actual  receipt  of  the  goods.  Post- 
ing to  the  Creditors'  Ledger  is  then  checked. 

In  this  case  let  us  assume  that  a  Stores  Record  was 
not  kept  (see  list  of  books),  and  that  invoices  were  not 
O.K.'d  in  such  a  way  as  to  assure  that  they  were  correct 
as  to  quantity,  quality,  and  price.  We  learn  from  Jones, 
the  entry  clerk,  that  he  asked  the  receiving  and  shipping 
clerk,  McGovern,  about  the  receipt  of  the  goods  billed,  and 
that,  as  soon  as  he  ascertained  that  they  had  been  so  re- 
ceived, he  proved  the  correctness  of  the  extensions  and 
additions,  and  entered  the  items.  A  criticism  of  this  pro- 
cedure will  be  found  in  the  report. 

9.  The  Sales  Book  next  receives  attention.  It  con- 
sists of  a  single  entry  for  each  day's  sales;  the  total  of 
the  cash  sales  in  the  first  column,  and  that  of  the  sales  on 
account  in  the  second.  At  the  end  of  each  month  the  total 
of  the  second  column  is  posted  to  the  debit  side  of  Ac- 
counts Receivable  in  the  General  Ledger  and  the  total  of 
both  columns  to  the  credit  of  Sales  Account  in  the  same 
Ledger.  Invoices,  consecutively  numbered,  are  made  upon 
a  rotary  duplicating  device,  so  that  the  customer  receives 
one  with  the  goods  and  two  are  retained.  One  set  is  kept 
in  numerical  order,  while  the  other  is  arranged  alphabet- 
ically for  easy  reference  in  case  of  disputes.  An  adding 
machine  is  employed  to  obtain  the  totals  for  the  Sales 
Book.  The  adding  slip  is  used  as  a  binder  to  retain  each 
day's  sales  which  are  thus  filed  away.  Posting  to  the 
Sales  Ledger  is  made  from  the  individual  sales  slips. 
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One  of  the  steps  frequently  omitted  is  the  detailed 
cheeking  back  of  the  sales  slips.  But  as  our  clients  wish 
that  the  audit  be  a  thorough  one,  the  work  is  performed. 
Three  errors  are  found;  in  each  case  the  wrong  account 
has  been  charged  for  a  sale  which  should  have  been  en- 
tered on  the  debit  side  of  another.  The  student  is  directed 
to  note  how  these  items  are  treated  in  the  adjustments  and 
in  the  report, 

10.  The  Pay  EoU  Book  was  previously  checked  as  to 
totals.  •  It  is  decided  not  to  attempt  to  prove  this  book, 
though  it  is  often  the  chief  source  of  fraud.  Instead,  the 
ext&nsions  of  individual  pay  rolls  are  tested,  and  the  book 
accepted  as  correct.  See  the  recommendation  regarding 
the  pay  roll  in  the  report. 

11.  The  Petty  Cash  Book  is  compared  with  the 
vouchers,  which  consisted,  in  the  main,  of  slips  for  car  fare, 
etc.,  and  express  receipts  for  expressage. 

The  Working  Sheet. — The  General  Ledger  Working 
Sheet,  after  the  completion  of  the  checking,  is  shown  on 
the  following  page. 

Comments  on  the  Working  Sheet  (page  343) : 

(a)  Note  that,  inasmuch  as  the  books  are  in  balance, 
the  adjustments  consist  of  equal  debits  and  credits. 

(&)  The  letters  in  italics  will  help  to  identify  debits 
and  credits,  and  will  at  the  same  time  serve  as  an  index 
to  the  corresponding  items  in  the  Audit  Note  Book. 

(c)  It  is  found  that  the  Rent  Account  should  be  di- 
vided so  as  to  separate  office  rent  from  selling  or  ware- 
house rent.    The  adjustment  shown  is  the  result. 

(d)  Nothing  was  said  about  examination  of  notes  re- 
ceivable and  accounts  receivable.  The  notes  should  be 
inspected  especially  to  make  sure  that  they  are  not  over- 
due. As  no  contingent  liability  for  unpaid  discounted 
notes  receivable  exists,  such  an  account  is  set  up,  as  in- 
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Working  Sheet  of  B.  &  D. 

December  31,  1912 


Trial  Balance 

Adjustments 

L.F. 

Accounts 

Dr. 

Cr. 

Dr. 

Cr. 

A.  B.,  Prop. 

8,000 

00 

C.  D.,  Prop. 

7,000 

00 

Mdse.  Inventory 

2,200 

00 

Purchases 

27,500 

00 

Returned  Purchases 

800 

00 

Rent 

2,000 

00 

d   2,000 

00 

Selling  Expenses 

3,800 

00 

Shipping  Expenses 

1,450 

00 

Selling  Salaries 

3,750 

00 

Selling  Office 

1,800 

00 

Sales 

46,030 

00 

Sales  Returns 

3,000 

00 

Discount  on  Sales 

900 

00 

Discount  on  Purchases 

500 

00 

a       100 

00 

Office  Expense 

1,100 

00 

b         50 

00 

Office  Salaries 

2,400 

00 

Discount  on  Notes 

180 

00 

[18 

00 

fl8 

00 

Accounts  Receivable 

9,300 

00 

c 

7 
29 

50 
00 

7 
129 

50 
00 

Cash 

6,200 

00 

Petty  Cash 

50 

00 

Notes  Receivable 

3,500 

00 

e    2,000 

00 

Notes  Payable 

2,500 

00 

Accounts  Payable 

6,100 

00 

a       100 

00 

Office  Furniture 

800 

00 

b         50 

00 

Show  Room  and  Ware- 

house 
Warehouse  Rent 

1,000 

00 

d    1,500 

00 

70,930 

00 

70,930 

00 

Office  Rent 

d      500 

00 

Notes  Rec.  Discounted 

e    2,000 

00 

4,204 

50 

4,204 

50 

dicated.  A  table  should  be  constructed  of  the  accounts 
receivable,  so  as  to  establish  those  due  within  thirty  days, 
sixty  days,  ninety  days,  over  ninety  days.  Here  we  find  all 
accounts  good,  and  all  due  within  thirty  days,  so  no  tabula- 
tion is  necessary. 

(e)  The  memoranda  in  the  Audit  Note  Book  being 
merely  rough  notes  it  is  not  deemed  necessary  to  repro- 
duce them. 

(/)  The  following  Journal  entries  must  be  made  by 
the  auditor  to  effect  the  indicated  adjustments: 
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The  completed  "Working  Sheet  is  shown  on  the  follow- 
ing page.  The  student  should  observe  how  the  inventory 
and  depreciation  are  entered,  and  how  the  items  are  ex- 
tended into  the  last  two  sets  of  columns.  Many  auditors 
do  not  use  the  Balance  Sheet  columns. 


Comments  on  the  Working  Sheet  (page  347) : 

(a)  The  Journal  entries  previously  shown  are  usually 
made  after  the  Working  Sheet  has  been  completed,  instead 
of  at  the  point  shown. 

(&)  The  entries  of  the  inventory  and  depreciation?^ 
are  next  in  order. 

(c)  Entries  for  the  above,  and  for  the  closing  of  the 
books,  will  not  be  repeated.  They  are  like  those  shown  in 
Chapter  IX,  Section  C,  page  219. 

(d)  In  case  many  inventory  and  depreciation  items 
are  used,  especially  where  there  are  deferred  assets  and 
deferred  liabilities,  two  columns  are  employed  for  inven- 
tories and  two  for  depreciations.  Ordinary  Working  Sheet 
paper  contains  more  columns  than  shown. 

(e)  The  extensions  into  the  profit  and  loss  column 
and  into  the  Balance  Sheet  column  are  simply  to  test  the 
correctness  of  the  adjustment,  etc.  Note  that  the  books 
will  be  in  balance  after  closing,  because  the  net  profit  added 
to  the  old  capital  (in  the  liability  and  capital  column) 
balances  the  Balance  Sheet  items. 

(/)  After  posting  all  the  Journal  Entries,  and  closing 
the  books,  the  Balance  Sheet  and  the  Profit  and  Loss  and 
Income  Statement  are  prepared,  as  also  the  full  report. 
This  work  concludes  the  audit. 
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The  student's  attention  is  now  directed  to  the  final  re- 
port. Some  believe  that  this  constitutes  the  accountant's 
most  important  contribution.  In  it,  as  the  reader  will  ob- 
serve, he  directs  the  client's  attention  to  those  features  of 
the  business,  which  deserve  special  comment. 

The  auditor  must  be  very  careful  not  to  certify  to  any 
Balance  Sheet  or  Profit  and  Loss  and  Income  Statement 
which  is  not  absolutely  correct.  The  beginner  cannot  be 
too  careful  about  observing  this  caution. 

The  following  report  is  to  be  regarded  as  a  type.  Each 
particular  one  requires  special  treatment. 

The  Report 
Tel.  2793  Greeley 

JOSEPH  J.  KLEIN, 

CERTIFIED  PUBLIC  ACCOUNTANT, 

45  West  34th  Street. 

New  York,  Jan.  18,  1913. 
Messrs.  B.  &  D., 

City. 

Gentlemen : — 

I  herewith  submit  my  report  as  a  result  of  auditing 
your  books  for  the  year  ending  December  31,  1912, — the 
first  year  of  your  organization.    This  report  consists  of : 

1.  Exhibit  A.,  the  Balance  Sheet. 

2.  Exhibit  B.,  the  Profit  and  Loss  and  Income  State- 

ment. 

3.  Exhibit  A.,  Schedule  1,  Accounts  Receivable. 

4.  Exhibit  A.,  Schedule  2,  Notes  Receivable. 

5.  Exhibit  A.,  Schedule  3,  Accounts  Payable. 

6.  Exhibit  A.,  Schedule  4,  Notes  Payable. 

7.  Exhibit  A.,  Schedule  5,  Inventory  of  Merchandise 

and  Schedule  of  Office  and  Warehouse  Furniture 
and  Fixtures. 
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8.     Recommendations   for   improving  your  system   of 
accounting  and  office  procedure. 

I  have  verified  all  of  the  schedules  except  Exhibit  A., 
Schedule  5,  regarding  which  I  certify  to  the  extensions  and 
additions  only.  I  accept  your  certificate  as  to  the  cor- 
rectness of  the  items  and  the  prices. 

The  following  errors  were  found  and  properly  adjusted : 

(a)  Deduction  of  $20.00  instead  of  $120.00 
from  the  invoice  of  Robert  Gray  &  Co.,  dated 
June  29,  1912,  and  paid  the  following  July  6th. 
We  have  caused  a  letter  to  be  written  to 
Messrs.  Robert  Gray  &  Co.,  and  they  have 
acknowledged  the  error.  A  check  for  $100.00 
was  mailed  to  you  a  few  days  ago. 

(6)  A  charge  of  $50.00  to  Office  Furniture  in- 
stead of  to  Office  Expense. 

(c)  Three  incorrect  charges  in  the  Customers' 
Ledger,  as  follows :  On  November  7th,  T.  Lane 
was  charged  instead  of  F.  L.  Long,  $18.00;  on 
November  21st,  C.  L.  Jones  was  charged  in- 
stead of  Jones  &  Co.;  on  December  9th,  M, 
Frank  &  Co.  was  charged  instead  of  R.  M. 
Brown. 

Other  adjustments  which  were  made  are  referred  to  in 
the  recommendations  herewith,  to  which  I  direct  your 
careful  attention. 

I.  certify  to  the  correctness  of  the  Balance  Sheet  and 
the  Profit  and  Loss  and  Income  Statement,  herewith,  as 
being  in  accordance  with  the  books  on  December  31,  1912. 

Respectfully, 

(Signed)  Joseph  J.  Klein, 

CERTIFIED  PUBLIC  ACCOUNTANT. 
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EXHIBIT  A 

(This  is  omitted,  as  the  student  can  prepare  it  for 
himself.) 

EXHIBIT  B 

(This  is  omitted,  for  the  reason  given  above.) 

EXHIBIT  A. — SCHEDULES    1-5 

(These  schedules  are  too  simple  to  be  shown.  It  is  suf- 
ficient that  the  headings  be  shown,  and  that  the  student 
be  cautioned  to  number  the  pages  of  the  report  consecu- 
tively.) 

Eecommendations : 

1.  It  is  suggested  that  two  Rent  Accounts  be  kept  in 
the  future,  so  as  to  show  the  rental  paid  in  connection 
with  selling  distinct  from  the  administration. 

2.  Notes  receivable  when  discounted  should  be  cred- 
ited to  Notes  Receivable  Discount  Account  instead  of  to 
Notes  Receivable  Account,  so  as  to  show  your  liability  as 
endorsers  until  the  notes  have  been  paid.  After  they  have 
been  taken  up,  the  contingent  liability  should  be  extin- 
guished and  the  notes  cancelled.  The  proper  method  of 
doing  so  has  been  explained  to  your  bookkeeper,  who  is 
perfectly  capable  of  handling  this  work  properly. 

3.  It  is  suggested  that  merchandise  items  be  treated  as 
follows : 

(a)  No  goods  to  be  ordered  except  on  form  of  slip 
(sample  left  with  you),  copy  to  be  retained  in  the  office. 

(6)  Goods  when  received  skould  be  checked  up,  and 
O.K.'d  on  space  provided.  The  following  form  of  stamp, 
to  be  placed  on  all  purchase  invoices,  is  suggested : 
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Quantity 

(Received  by) 

Price  O.  K 

Extensions  O.  K. . 

Entered 


(c)  A  Stores  Record  should  be  kept  so  as  to  pro- 
vide perpetual  inventories,  keep  stock  on  hand  in  proper 
quantity,  and  check  quantities. 

(d)  It  is  suggested  that  employees  call  at  the  office 
for  their  pay,  and  that  they  receive  their  money  from 
the  cashier,  who  is  the  proper  disbursing  officer.^ 

(e)  1  believe  it  advisable  to  break  up  the  General  Ex- 
pense Accounts,  so  as  to  show  more  clearly  the  constituent 
items  involved,  and  I  shall  be  pleased  to  discuss  this  mat- 
ter with  you  personally. 

(/)  I  strongly  urge  the  desirability  of  arranging  for 
a  regular  and  continuous  audit,  so  that  the  bo^oks  may  be 
examined  once  a  month.  The  final  report  could  then  be 
had  earlier,  and  the  check  would  be  a  more  desirable  one. 

Organization  and  Systematization. — The  auditor's 
ability  to  organize  the  accounting  system  and  office  prac- 
tice, so  that  it  shall  run  smoothly  and  insure  efficiency  of 
results,  brings  into  play  a  high  degree  of  business  im- 
agination and  requires  wide  experience  and  peculiar  abil- 
ity. "We  propose  to  conclude  the  present  writing  by  briefly 
referring  to  the  methods  of  organization  and  systematiza- 
tion, and  also  to  indicate  what  steps  are  necessary  in  order 
to  revise  and  improve  an  existing  system. 

^  The  student  should  note  that  the  reason  for  this  recommendation 
is  that  it  is  not  wise  for  the  person  who  figures  out  the  payroll  to 
have  charge  of  paying  out  the  money  too,  as  is  the  case  here. 
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The  first  step  necessary  in  order  to  install  an  efficient 
system  is  to  become  familiar  with  the  problem.  The  prob- 
lem consists  of  two  basic  factors:  (a)  The  nature  of  the 
business  and  its  operations;  (&)  The  intelligence,  train- 
ing, and  ability  of  the  staff  of  employees. 

We  shall  illustrate  the  first  factor  by  means  of  a  part- 
nership organization  which  is  conducting  a  trading  busi- 
ness. The  principal  transactions  consist  of  purchasing  in 
large  quantities  and  disposing  of  the  same  in  smaller  lots. 
It  is  customary  to  receive  and  allow  discounts  for  invoice 
anticipation.  Sales  are  effected  principally  by  salesmen 
who  work  on  a  commission  basis.  Other  facts  ascertained 
are :  many  notes  are  received  from  customers  and  they  are 
retained  until  maturity;  no  notes  are  discounted,  nor  is 
a  practice  made  of  selling  single  name  paper;  city  de- 
liveries are  made  by  two  local  express  companies  at  rates 
fixed  by  contracts. 

The  facts  ascertained  suggest  the  bookkeeping  system. 
A  General  Ledger  and  a  Customers'  and  a  Creditors'  Led- 
ger are  necessary.  Besides  the  ordinary  accounts  in  the 
General  Ledger,  a  Delivery  Account  should  be  set  up.  Its 
purpose  is  to  record  the  cost  of  making  deliveries,  which 
information  may  later  be  used  to  decide  the  question  of 
buying  and  maintaining  a  delivery  system  of  their  own. 
The  fact  that  salesmen  are  paid  commissions  necessitates 
the  creation  of  some  device  whereby  the  total  sales  may 
be  found  expeditiously.  Any  one  of  three  methods  may 
be  adopted,  depending  on  the  number  of  salesmen  em- 
ployed as  the  principal  factor.  Special  columns  in  the 
Sales  Book  could  be  used  to  keep  separate  the  results  of 
each  agent's  work.  A  segregation  of  the  accounts  in  the 
Customers'  Ledger  or  a  marking  of  the  accounts  by  a  dis- 
tinguishing symbol  would  give  similar  results.  The  col- 
umns previously  shown  (page  51)  will  be  necessary  in 
the  Cash  Book  in  order  to  handle  the  discounts.    Otherwise 
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the  special  column  books  usually  employed  could  be  prof- 
itably utilized. 

A  few  suggestions  will  also  be  made  regarding  the  of- 
fice procedure.  Arrange  that  no  bills  be  paid  until  a 
form  such  as  that  shown  in  this  chapter  (page  351)  shall 
have  been  properly  filled  in.  There  might  be  added  a 
line,  "Approved  for  payment  ."  The  item  re- 
garding payrolls,  page  351,  might  be  adopted  in  substance. 
A  perpetual  inventory  book  should  be  arranged,  and  some 
individuals  should  be  designated  as  responsible  for  upkeep 
of  stock  and  agreement  of  quantity  on  hand  with  book 
balances. 

It  is  easier  to  install  a  system  than  to  revise  an  ex- 
isting one.  This  is  so,  not  only  because  it  is  simpler  to 
build  than  to  rebuild,  but  also  because  opposition  is  fre- 
quently met  when  suggestions  for  changes  are  made.  The 
first  step  is  similar  to  the  preliminary  step  of  the  audit, — 
learn  just  what  the  existing  procedure  is.  A  careful  note 
should  then  be  made  of  possibilities  of  leak,  and  of  chances 
for  delay,  error,  etc.  The  improvements  should,  wherever 
possible,  include  as  much  of  the  existing  methods  as  can 
be  used.  But  when  necessary  a  complete  reorganization 
is  in  order. 

Enough  has  been  stated  to  indicate  the  scope  of  the 
organizer's  and  systematizer 's  work.  He  also  deals  with 
the  office  correspondence,  shipping  facilities,  factory  or- 
ganization, and  all  the  other  complex  factors  which  are 
necessary  to  create  and  maintain  maximum  efficiency 
throughout  the  plant.  It  is  manifestly  impossible  to  do 
more  than  point  out  this  problem,  on  which  volumes  could 
be  written  without  exhausting  the  subject. 

Summary 

Auditing  is  essentially  a  review  of  the  bookkeeper's 
work.    Its  aim  is  to  detect  fraud  and  discover  errors.    In 
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order  to  do  so  the  books  are  thoroughly  checked.  Besides 
checking,  the  auditor  tests  the  correctness  of  such  items  as 
merchandise  on  hand,  cash  balance,  values  of  assets  as 
carried  on  the  books,  etc.  His  work  is  concluded  by  a 
report. 

The  report  is  governed  by  the  task  he  is  engaged  to 
perform.  If  it  is  a  special  report,  he  is  ruled  absolutely  by 
his  instructions.  But  if  it  is  a  complete  audit,  he  has  a 
wide  scope  for  the  display  of  his  faculties.  He  starts  with 
the  ordinary  Balance  Sheet  and  Profit  and  Loss  Statement, 
supported  by  schedules,  and  concludes  with  recommenda- 
tions. It  is  in  this  last  division  that  he  shows  his  superior 
worth,  for  his  wide  experience  in  many  different  lines  en- 
ables him  to  exercise  a  judgment  almost  undreamed  of  by 
the  bookkeeper.  Though  it  is  true  that  the  bookkeeper 
may  know  more  about  his  individual  business  than  does 
the  auditor,  it  must  not  be  forgotten  that  it  is  the  latter 's 
wider  vision  and  greater  background  that  make  his  services 
so  invaluable  to  the  business  community. 

In  concluding  this  chapter  and  the  book  let  us  re- 
iterate once  again  that  no  attempt  has  been  made  to  say 
the  last  word  on  the  subjects  treated ;  the  guiding  motive 
has  been  to  assist  the  earnest  student  to  lay  a  solid  founda- 
tion for  the  study  of  accountancy,  in  the  firm  belief  that 
with  the  foundation  well  laid  the  superstructure  will  take 
proper  care  of  itself, 

EXERCISES 

Group  One 

1.  State  the  object  to  be  attained  by  an  audit. 

2.  Why  is  an  independent  audit  by  a  professional  ac- 

countant desirable? 

3.  How  can  fraud  in  payment  of  wages  be  prevented? 
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4.  Describe,  in  detail,  how  to  audit  the  Cash  Book. 

5.  What  is  a  Working  Sheet  1    How  is  it  employed  ? 

6.  Can  the  auditor  tell  whether  the  inventory  submitted 

to  him  is  correct  or  not?    How? 

7.  Mention  some  of  the  services  the  auditor  may  render 

the  business  community. 

8.  What  is  the  difference  between  a  special  examination 

and  a  complete  audit? 

9.  Mention  the  preliminary  steps  necessary  to  organize 

the  accounting  system  of  a  manufacturer  of  hats. 

Group  Two 

1.  Prepare  the   exhibits  and  the  schedules  omitted  in 

this  chapter. 

2.  As  the  auditor  for  the  National  Burglary  Protective 

Association,  report  on  the  claim  of  a  member  for 
loss  by  theft  of  $8,000.00  worth  of  furs.  You  de- 
rive the  following  information  from  his  books : 

(a)     Average   profit   on   first   cost   during  past 

three  years,  25^.  ^ 

(&)     Inventory  at  beginning  of  year,  $18,500.00 

(c)  Purchases  during  period  64,000.00 

(d)  Sales  during  period  79,800.00 

(e)  Present  inventory  18,000.00 

3.  Prepare,  from  your  own  figures,  a  schedule  of  ac- 

counts receivable,  dividing  balances  into  those  due 
within  30,  60,  90,  and  more  days,  respectively.  Re- 
member that  some  accounts  may  contain  items  fall- 
ing into  more  than  one  class. 

4.  The  student  is  strongly  urged  to  audit  a  set  of  his 

own  books  or  a  friend's,  and  to  prepare  a  com- 
plete report  thereon. 
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APPENDIX   A 

SUPPLEMENTAEY  EXERCISES 

In  one  point,  at  least,  accounting  has  much  in  common 
with  mathematics.  One  does  not  expect  to  become  a  mathe- 
matician by  reading  alone.  Practice,  and  then  more  prac- 
tice, is  essential.  The  accountant,  likewise,  must  solve 
problems  in  order  to  become  an  expert.  The  ordinary- 
pupil  will  find  sufficient  material  for  practice  appended  to 
each  chapter.  The  teacher  seeking  additional  exercises  for 
class  use,  as  well  as  the  ambitious  student  who  is  not  con- 
tent with  "just  enough,"  should  find  the  supplementary 
problems  collected  in  this  appendix  of  service. 

The  problems  have  been  arranged  in  logical  order. 
This  is  so  because  they  correspond  to  the  arrangement  of 
chapters  throughout  the  book.  Moreover,  they  constitute 
a  pedagogical  sequence,  in  that  the  problems  within  each 
group  are  offered  in  the  order  of  difficulty.  The  sources 
of  the  various  problems  have  been  indicated,  and  where 
no  reference  appears  the  source  is  either  unknown,  or  the 
problem  is  original. 

EXERCISES  FOR  CHAPTER  I 

1.  Describe  various  uses  of  the  Journal.     (C.  P.  A.)  * 

2.  Describe  fully  each  of  the  following  accounts,  showing  what 
entries  may  be  made  on  each  side,  and  what  disposition  should  be 
made  of  the  balance:  (a)  Cash  Account,  (&)  Interest  Account,  (c) 
Merchandise  Account,   (d)   Real  Estate  Account.     (C.  P.  A.) 

3.  Define  debit,  credit,  debtor,  creditor.  State  the  general  lav? 
growing  out  of  the  relationship  of  debtor  and  creditor  that  governs 

•  Set  by  the  Board  of  Certified  Public  Accountant  Examiners.     States  are  not  men- 
tioned because  similar  problems  and  questions  appear  at  various  times  in  all  states. 
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Double  Entry  bookkeeping.     What  is  the  result  of  a  debit  entry  t 
Of  a  credit  entry?     (C.  P.  A.) 

4.  On  what  general  principles  is  Double  Entry  bookkeeping  based? 
State  briefly  a  general  formula  for  the  correct  recording  of  business 
transactions.     (C.  P.  A.) 

5.  Two  persons  exchange  with  each  other  their  respective  notes  for 
$1,000.00  each;  what  would  presumably  be  the  object  of  such  ex- 
change? What  are  the  risk  and  the  limit  (in  amount)  of  risk  of 
each  party  to  the  transaction?  How  should  such  a  transaction  be 
recorded?     (C.P.A.) 

6.  (a)  Name  three  accounts  which  usually  have  debit  balances. 
(&)  Name  three  accounts  which  usually  have  credit  balances. 

(c)  Name  two  accounts  which  must  have  debit  balances.    Why? 

(d)  Name  two  accounts  which  must  have  credit  balances.  Why? 

7.  Define  Trial  Balance.  Would  you  modify  your  answer  if  no 
Cash  Account  were  in  the  Ledger?     Explain  fully. 

8.  If  you  accepted  a  position  as  bookkeeper,  state  what  you  would 
do  on  assuming  charge.    Give  reasons  for  your  acts.     (C.  P.  A.) 

9.  Why  should  no  erasures  be  made  in  books  of  original  entry? 

10.  Argue  for  and  against  the  acceptance  of  loose  sales  slips  (car- 
bon copies)  as  evidence  in  a  court  of  law. 

11.  Employ,  as  books  of  original  entry,  a  Journal  and  a  Cash 
Book,  and  record  the  following  transactions: 

Jan.  2,  1913. — L.  C.  Brown  began  the  provision  business  this  day, 
investing  cash  $4,000.00;  a  stock  of  fixtures  valued  at 
$800.00;  and  horses  and  wagons,  as  per  schedule,  $1,250.00. 
On  the  same  date,  paid  rent  of  store,  $75.00;  for  printing 
and  stationery,  $27.00;  deposit  with  Edison  Light  Co., 
$25.00. 

Jan.  3. — Bot.  of  the  S.  &  S.  Co.  mdse.,  as  per  invoice,  on  acct., 
$800.00. 

Jan.  6. — Bot.  of  Swift  &  Co.,  on  account,  as  per  invoice,  $750.00. 
Bot.  of  S.  &  S.  Co.,  as  per  invoice,  $1,000.00.  Gave  them 
my  ten-day  note  for  $1,200.00  on  account.  Paid  salaries 
$35.00;  bot.  postage  and  stationery,  $5.00. 

Jan.  8. — Sold  Koger  Bros.,  on  acct.,  merchandise  as  per  invoice 
$350.00.  Sold  Long  &  Short  mdse.,  as  per  invoice,  on  acct., 
$475.00.     Sold  sundry  cash  items,  $120.00^ 

Jan.  9. — Sold  Simple  &  Bright  on  their  15-day  note,  mdse,  as  per 
invoice,  $900.00.  Paid  Swift  &  Co.  cash  on  acct.,  $500.00. 
Bot.    of    Swift   &    Co.,    on    acct.,    mdse.,    as    per    invoice. 
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$1,000.00.     Bot.  of  New  York  Packing  Co.  on  acct.  mdse., 

as  per  invoice,  $600.00. 
Jan.  10.— Paid  S.  &  S.  Co.  on  account  cash,  $200.00. 
Jan.  13. — Paid  salaries  to  date,  $35.00. 
Jan.  14. — Discounted    my   two -months '   note,   face   $2,500.00,    at   the 

bank.     Proceeds  to  my  credit. 
Jan.  16. — Paid  note  due  to-day  in  cash. 
Jan.  20. — Paid    salaries  to    date,   $35.00.     Paid   for   shoeing   horses, 

$3.50.     Bot.  a  new  set  of  harness  for  cash,  $75.00. 
Jan.  20. — Sold  mdse.   for  cash;    sundry  items,  $180.00. 
Jan.  20. — Received  cash  from  the  following  on  account:     Roger  Bros., 

$100.00;  Long  &  Short,  $200.00. 
Jan.  24. — Simple  &   Bright  pay  their  note   due  to-day.     Mr.  Brown 

drew  for  private  use,  cash,  $25.00.     Sent  home  goods  for 

his  own  use,  $30.00. 
Jan.  25. — Gave   New  York  Packing  Co.  my  ten-day  note  on   acct., 

$500.00. 
Jan.  27. — Paid  salaries  to  date,  $35.00. 
Jan.  28. — Long  &  Short  gave  us  their  thirty-day  note  for  $275.00, 

with  interest  at  6%,  in  full  of  account. 
Jan.  31. — ^Paid  salaries  to  date,  $18.00.     Paid  stabling  bill  for  the 

month,  $45.00.     Paid  telephone  bill,  $7.50,  and  light  bill, 

$13.00. 

12.  Post  Exercise  11. 

13.  Take  a  Trial  Balance  from  the  Ledger  resulting  from  Ex- 
ercise 12. 

14.  Prepare  a  Statement  of  Assets  and  Liabilities  and  a  Profit 
and  Loss  Statement,  taking  into  consideration  the  following  facts: 

(a)   The  value  of  the  unsold  merchandise  is  $3,125.00. 

(6)   The  fixtures  are  now  worth  $750.00. 

(c)   The  horses  and  wagons  are  worth  only  $1,260.00. 

15.  Close  the  books. 

16.  Record  Exercise  11,  employing  as  books  of  original  entry  a 
Journal,  Cash  Book,  Sales  Book,  and  Purchase  Book.  Supply  details 
for  all  sales  and  purchases. 

17.  Post  Exercise  16. 

18.  Take  a  Trial  Balance  from  the  Ledger  resulting  from  Exer- 
cise 17. 

19.  Prepare  a  Statement  of  Assets  and  Liabilities  and  a  Profit 
and  Loss  Statement,  taking  into  consideration  the  following  facts : 

(o)   The  value  of  the  unsold  merchandise  is  $3,125.00.  ••, 

(&)   The  fixtures  are  now  worth  $750.00. 
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(c)  The  horses  and  wagons  are  worth  only  $1,260.00. 
20.  Close  the  books. 

EXERCISES  FOE  CHAPTER  U 

1.  Distinguish  between  the  accountant  and  the  bookkeeper,  and 
between  accounting  and  bookkeeping. 

2.  Into  what  classes  are  accounts  divided!  Define  each  class,  and 
give  several  examples  under  each  heading. 

3.  Describe  the  ordinary  Merchandise  Account  and  state  its  pur- 
pose. Does  it  fully  accomplish  the  purpose  desired?  Give  reasons 
for  your  answer.     (C.  P.  A.) 

4.  By  analysis,  the  debit  side  of  Merchandise  Account  shows  pur- 
chases, $60,000.00,  returns  to  us,  $4,000.00,  entries  offsetting  errors 
in  sales  extensions,  $2,000.00,  trade  discounts  to  customers,  $13,500.00, 
balance  profit,  $27,000.00;  the  credit  side  shows  sales  $90,000.00, 
returns  to  us,  $5,000.00,  allowance  to  us,  $1,500.00,  inventory  at  close 
of  year,  $10,000.00.  Suggest  such  change  in  the  method  of  recording 
the  foregoing  statement  as  would  readily  show  (a)  net  amount  of 
purchases,  (&)  net  amount  of  sales,  (c)  percentage  of  profit. 
(C.P.A.) 

5.  Describe  several  economies  in  accounting  made  possible  by  the 
introduction  of  special  columns  ir  books  of  original  entry.     (C.  P.  A.) 

6.  Discuss  contingent  liabilities.  How  should  such  liabilities  be 
shown? 

7.  Classify  the  following  accounts  as  personal,  real  or  nominal: 
(o)  Salary 

(&)  Notes  Payable 

(c)  Fixtures 

(d)  Eent 

(e)  Interest  Earned 
(/)  Discount  On  Sales 
Give  reason  in  each  case. 

8.  Fill  in  the  last  line,  and  prepare  a  chart  or  graph  to  represent 
the  facts  shown  by  the  following  table: 


1904 


1905 


1906 


1907 


1908 


1909 


1911 


1912 


Net  Purchases 
Net  Sales 
Percentage  of 
Profit 


S426.00 
$530.00 


429.00 
540.00 


502.00 
608.00 


514.00 
632.00 


500.00 
585.00 


506.00 
600.00 


535.00 
710.00 


612.00 
835.00 


630.00 
880.00 


>  Three  ciphers  omitted,  i.e.,  really  $426,000.00 
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9.  Journalize  the  following  for  posting  to  a  Double  Entry  Ledger : 
Feb.    1,   1909.— Sold  B.  Henshaw  merchandise,   $6,000.00.     He  pays 

with   a  six  months'  note   $5,000.00,  dated  Aug.   31,   1908, 

with  interest  at  5%,  balance  in  cash. 
Feb.  16. — Discounted  the  note  at  6%. 
Feb.  28. — The  note  being  unpaid  on  presentation,  we  took  up  the 

same  by  paying  it  in  cash  and  the  protest  fees  of  $2.00. 
Mar.    3. — Received   payment   from    Henshaw    in    full    for    the   note. 

(Board  of  Examiners,  Department  of  Education,  New  York 

City.) 

EXERCISES  FOR  CHAPTER  III 

1.  What  are  the  functions  of  the  Cash  Book?  Describe  the  pecu- 
liarities of  one  or  more  Cash  Books  with  which  you  are  familiar. 
(C.P.A.) 

2.  Answer  all  questions.  Double  Entry  bookkeeping  is  implied. 
Euled  Journal  or  Ledger  paper  may  be  used,  but  the  candidate  will 
be  held  responsible  for  the  ruling  called  for  by  the  questions. 

The  books  of  account  to  be  used  in  this  paper  are  Journal,  Sales 
Book,  Invoice  or  Purchase  Book,  Sales  Ledger,  Purchase  Ledger, 
Main  Ledger  and  Cash  Book. 

On  the  left-hand  page  of  Cash  Book  will  be  four  money  columns, 
with  captions  in  the  following  order:  Mdse.  Dis.  Dr.,  Accts.  Eec. 
Cr.,  Mdse.  Cr.  (cash  sales),  and  Cash  Dr.,  which  will  include  all  cash 
actually  received.  On  the  opposite  page  will  be  four  money  columns: 
Mdse.  Dis.  Cr.,  Accts.  Pay.  Dr.,  Expense  Dr.  and  Cash  Cr.,  which 
will  include  all  cash  actually  paid  out.  "Contra"  discount  columns 
are  not  used. 

No  Cash  Account  will  be  kept  in  the  Ledger.  All  original  entries 
must  contain  sufficient  explanation  to  make  the  transactions  perfectly 
clear. 

James  R.  Sherman,  a  dealer  in  dry  goods,  has  determined  to  in- 
crease his  capital.  He  corresponds  with  Henry  Clark,  of  Skaneateles, 
who  will  furnish  $3,000.00  in  cash,  and  his  head  salesman,  William 
Johnson,  telegraphs  that  he  is  prepared  to  invest  $2,000.00  in  the 
firm.  Sherman  invests  $1,000.00  in  cash  and  merchandise  and  furni- 
ture and  fixtures,  appraised  respectively  at  $3,600.00  and  $400.00. 
The  new  partners  furnish  in  cash  the  sums  promised  by  them.  The 
partnership  is  unlimited  as  to  time,  and  losses  or  gains  are  to  be 
sliared  in  proportion  to  capital.  The  new  firm  begins  business  May  1, 
I'JV.R,  under  the  firm  name  of  Sherman  &  Co. 
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Make  all  necessary  entries  for  the  foregoing  transactions  and  for 

those  that  follow : 

May  1,  1908. — Buy  by  check,  as  furniture  and  fixtures,  two  roll-top 
desks  @  $50.00  each.  Buy  by  check  stationery  and  a  set  of 
books  of  account,  $50.00;  charge  Expense.  Sell  William 
Barber  &  Co.,  Bingnamton,  200  yd.  Am.  black  silk  @  $1.25. 
Terms,  2/5  n/60  (2%  off  if  paid  in  5  days,  net  60  days). 

May  2. — Sell  Peters  &  Brock,  Aurora,  100  yds.  black  crepon  @  $2.00. 
Terms,  note  at  10  days.     Cash  sales,  $28.50. 

May  4. — Sell  Coleman  Bros.,  Skaneateles,  200  yd.  barjeon  cashmere 
@  $1,121^.  Terms,  2/10  n/60.  Buy  of  Webster  Bros., 
New  York,  150  pc.  Duchesse  lace  @  $2.25;  200  yd.  Am, 
black  dress  silk  @  $1.00.  Terms,  3/5  n/30.  Cash  sales^ 
$45.25. 

May  5. — Sell  M.  D.  Mastin,  Waterloo,  50  pc.  Duchesse  lace  @  $3.00. 
Terms,  2/10  n/60.  Buy  of  Crosswell  &  Sons,  New  York, 
50  pc.  velvet  ribbon  @  $2.12;  100  yd.  black  wool  crepon 
@  $1.50.  Terms,  3/5  n/30.  William  Barber  &  Co.  remit 
for  bill  of  May  1. 

May  6. — Sell  George  Lane  &  Co.,  Seneca  Falls,  25  pc.  fancy  black 
ribbon  @  $3.00;  25  pc.  grosgrain  ribbon  @  $1.50;  10  doz. 
pc.  linen  torchon  lace  @  $1.10  a  doz.  Terms,  2/5  n/30. 
Buy  of  Mynderse  &  Co.,  New  York,  150  doz.  ladies'  cash- 
mere hose  @  $2.75  a  dozen;  100  doz.  men's  balbriggan 
half-hose  @  $5.50  a  doz.  Terms,  3/5  n/30.  Cash  sales, 
$84.75. 

May  7.— Sell  William  Barber  &  Co.  30  doz.  ladies'  kid  gloves  @  $9.50 
a  doz.;  40  doz.  men's  kid  gloves  @  $9.00  a  doz.;  50  doz. 
ladies'  cashmere  hose  @  $3.50  a  doz.  Terms,  2/5  n/30. 
Cash  sales,  $90.00. 

May    8. — Cash  sales,  $93.50. 

May  9. — George  Lane  &  Co.  remit  check  for  bill  of  May  6.  You 
pay  amount  due  on  Webster  Bros. '  invoice  of  May  4.  *  You 
pay  amount  due  on  Croswell  &  Sons'  invoice  of  May  5. 
May  11. — You  pay  amount  due  on  Mynderse  &  Co.  's  invoice  of  May 
6.  You  sell  Robert  T.  Smither,  Geneva,  100  yd.  Am.  black 
silk  @  $1.25;  50  pc.  fancy  black  ribbon  @  $3.50.  Terms, 
2/10  n/60.  Buy  of  Webster  Bros.  200  yd.  fine  English 
serge  @  $1.35.  Terms,  3/5  n/30.  Cash  sales,  $86.25. 
May  12. — ^William  Barber  &  Co.  remit  for  bill  of  May  7.    Cash  sales, 

$78.00. 
May  15. — M.  D.  Mastin  remits  for  bill  of  May  5.     Loan  John  Bell 
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$50.00.  Pay  protest  fees  and  expenses  on  Peters  &  Brock 's 
note  of  May  2,  returned  by  bank,  $2.06.  Current  expenses: 
printing  circulars,  etc.,  $48.00;  horse  feed,  etc.,  $75.00; 
postage  and  telegrams,  $22.00.  Cash  sales,  $292.00. 
After  making  all  entries  and  postings  show  Trial  Balance  and 
losses  or  gains  of  partners. 

Eesource  inventories :  mdse.,  $3,200.00 ;  expense,  $50.00.  Furniture 
and  fixtures  unchanged.  (Eegents  of  the  University  of  the  State  of 
New  York,  Advanced  Bookkeeping  examination.) 

3.  A  &  Co.  invoice  goods,  January  1,  1906,  to  B  &  Co.  for  $500.00, 
and  send  therewith  a  3-months'  bill,  which  B  &  Co.  accept,  and  which 
A  &  Co.  at  once  discount  with  their  bankers.  Two  days  before  the 
bill  matures  B  &  Co.  asked  A  &  Co.  to  take  $100.00  in  cash  and  renew 
the  bill  for  the  balance  for  a  further  period  of  2  months.  The 
second  bill  is  duly  paid  at  maturity.  Show  these  transactions  in  the 
ledgers  of  both  A  &  Co.  and  B  &  Co.  (Examination  for  Bookkeeper, 
New  York  State  Civil  Service  Commission.) 


EXERCISES  FOR  CHAPTER  IV 

1.  Mention  two  essential  points  of  difference  between  Single  Entry 
and  Double  Entry  bookkeeping.  Mention  a  business  in  which  (a) 
Single  Entry  would  be  advisable,  (&)  Double  Entry  would  be  advis- 
able. What  two  advantages  has  the  Double  Entry  method  over  the 
Single  Entry  method?     (New  York  State  Eegents'  Examination.) 

2.  Describe  the  process  of  changing  Single  Entry  books  to  Double 
Entry.  What  additional  accounts  are  required?  Is  it  necessary  to 
disturb  any  accounts  already  opened  in  the  ledger,  or  to  keep  such 
accounts  differently  after  the  change?     (C.  P.  A.) 

3.  Eobinson  &  Co.,  wholesale  dealers  in  notions,  whose  books  have 
not  been  kept  by  Double  Entry,  wish  to  improve  their  system  of  book- 
keeping. Write  a  brief  report,  advocating  Double  Entry,  setting 
forth  the  superiority  of  that  method  generally,  and  showing  by  spe- 
cific references  to  the  mode  of  bookkeeping  employed  by  them  the 
advantages  that  will  accrue  from  the  change.     (C.  P.  A.) 

4.  Your  suggestions  as  to  a  change  of  method  having  been  ap- 
proved by  Eobinson  &  Co.,  you  have  been  instructed  to  make  the 
change  at  the  close  of  the  fiscal  year;  state  in  detail  how  you  would 
proceed  from  start  to  point  of  proof.     (C.  P.  A.) 

5.  The  open  accounts  in  the  Single  Entry  Ledger  of  C.  D.  Howard 
show  the  following  footings: 
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Dr.  Cr. 

C.  D.  Howard  (proprietor) $150.00  $5,784.50 

John  Smith 675.10  250.00 

Eichard  Howland   500.00  750.00 

Harry  Marvin 125.70  

Morton  &  Eoberts 775.81 

The  Bill  Book  shows  notes  and  acceptances  due  the  business, 
$525.00,  and  notes  and  acceptances  owed  by  the  business,  $697.50. 
Cash  on  hand,  as  shown  by  the  Cash  Book,  is  $2,876.40.  Inventories 
show  merchandise  on  hand  worth  $1,027.86,  real  estate  worth 
$2,500.00,  books  and  stationery,  $86.50. 

Prepare  a  Statement  showing  losses  and  gains,  and  open  the  new 
accounts  necessary  to  carry  on  the  books  by  Double  Entry.  (New 
York  State  Eegents'  Examination.) 

6.  Mention  the  methods  of  bookkeeping  in  general  use.  What 
books  are  ordinarily  kept  in  each  easel  How  is  the  profit  or  loss 
ascertained  by  the  different  systems?  (C.  P.  A. — Answered  in  Greend- 
linger's  Accountancy  Problems,  Vol.  II,  Page  205.) 

7.  Enter  in  a  Journal  and  a  Cash  Book,  both  used  as  posting 
media  for  a  Single  Entry  Ledger,  the  transactions  shown  in  No.  11 
of  Exercises  for  Chapter  I. 

8.  Post  the  foregoing. 

9.  Prepare  a  Proof  of  Posting. 

10.  Determine  the  condition  and  the  progress  of  the  business,  em- 
ploying for  this  purpose  the  data  given  in  No.  14  of  Exercises  for 
Chapter  I. 

11.  Assuming  that  the  old  books  are  to  be  continued,  change  them 
to  Double  Entry  ones. 

12.  Make  the  change  on  the  assumption  that  a  new  set  of  books 
is  to  be  employed. 

13.  Now  make  the  change,  if  the  new  set  is  to  contain  Controlling 
Accounts. 

EXERCISES  FOE  CHAPTEE  V 

1.  What  difference  in  books  and  accounts,  if  any,  would  exist 
between  a  sole  proprietor  and  a  partnership  carrying  on  the  same 
line  of  business? 

2.  J.  B.  Murray  and  J.  E.  Lehman  become  equal  partners  in  a 
dry  goods  business,  each  with  an  investment  of  $4,000.00.  One  year 
later  their  liabilities  exceed  their  resources  by  $2,165.00. 
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(a)  What  is  the  net  insolvency  of  each? 

(6)  What  is  the  total  loss  of  the  firm?  (From  Moore  &  Miner's 
Teacher 's  Manual.) 

3.  C.  E.  Frey  enters  into  business  January  1  with  resources  of 
$7,000.00  and  liabilities  of  $3,000.00.  Three  years  later  he  finds  his 
resources  are  $3,000.00  and  his  liabilities  $7,000.00. 

(a)  What  has  been  his  net  loss? 

(b)  What  is  his  net  insolvency?  (From  Moore  &  Miner's  Teach- 
er's Manual.) 

4.  As  the  bookkeeper  of  a  firm  that  had  no  articles  bf  copartner- 
s'] p.  what  would  be  your  duty  on  learning  of  the  death  of  a  partner? 
(C.P.A.) 

5.  Give  a  rule  for  adjusting  partners'  accounts  (o)  when  the  gains 
or  losses  are  to  be  divided  in  proportion  to  each  partner's  investment 
and  the  time  it  remains  in  use;  (6)  when  the  proportion  of  gain  or 
loss  is  fixed  and  interest  is  calculated  on  excess  or  deficit  of  capital. 
(C.P.A.) 

6.  Wtat  is  meant  by  good  will?  What  kind  of  property  is  good 
will?    May  the  good  will  of  a  partnership  be  sold?     (C.P.A.) 

7.  The  books  of  original  entry  required  for  this  paper  are  Journal, 
Sales  Book,  Invoice  or  Purchase  Book  and  Cash  Book.  All  original 
entries  must  be  clearly  explained.  Three  Ledgers  are  to  be  kept — 
Sales,  Purchase  and  main  Ledger.  In  rating  papers  the  credits  will 
be  assigned  as  follows:  Journal,  15;  Sales  Book,  10;  Invoice  Book, 
8;  Cash  Book,  25;  Sales  Ledger,  7;  Purchase  Ledger,  5;  main  Ledger, 
15;  Trial  Balance,  8;  Closing,  7. 

The  Journal  is  to  be  provided  with  four  money  columns:     Accts. 

Pay.  Dr.,  General  Dr.,  Accts.  Eec.  Cr.,  General  Cr. 

The  special  columns  to  be  used  in  the  Cash  Book  are  as  follows: 

on  the  debit  page,  Mdse.  Dis.  Dr.,  Accts.  Bee.  Cr.,  Int.  and  Bis.  Dr., 

Bills  Eec.  Cr.,  and  General;  on  the  credit  page,  Mdse.  Dis.  Cr.,  Accts. 

Pay.  Dr.,  Expense  Dr.,  and  General. 

Make  all  necessary  entries  and  postings  for  the  following: 

June  1,  1909. — A.  L.  &  B.  E.  Anderson  form  a  partnership  to  carry 
on  a  wholesale  tea,  coffee,  and  spice  business  in  Buffalo, 
N.  Y.,  under  the  firm  name  of  Anderson  Bros.,  each  in- 
vesting $6,000.00  in  cash.  They  buy  out  the  business  and 
good  will  of  J.  H,  Mclntyre  &  Co.,  taking  over  the  entire 
resources  and  liabilities,  as  given  below,  and  giving  in  pay- 
ment their  note  at  six  months  for  $7,000.00  and  cash  for 
the  balance.  Besources:  merchandise,  per  inventory, 
$7,584.20;  bills  receivable,  note  of  John  Watson,  at  30  days 
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frqm  May  7,  $750.00;  oflBce  furniture,  per  inventory, 
$1,140.00;  insurance,  unexpired  premium,  $150.00;  good 
will,  estimated  value,  $4,000.00 ;  account  of  F.  W.  McGuire, 
Gowanda,  N.  Y.,  $945.69.  Liabilities:  bills  payable,  note 
at  60  days  from  April  15  in  favor  of  Dean  &  Co.,  $1,500.00; 
an  account  with  Morgan  Bros.,  Chicago,  III.,  $2,841.20. 

June  2. — Bought  for  cash,  books  and  stationery,  $21.50.  Sold  Clin- 
ton Bros.,  Tonawanda,  N.  Y.,  3  bags  plain  Eio  coffee,  375 
lb.,  @  28c.;  4  mats  fancy  Java  coffee,  300  lb.,  @  30c.; 
2  hf.  chests  choice  Japan  tea,  150  lb.,  @  35c.  Terms, 
2/5  n/30  (2%  off  if  paid  in  5  days,  net  30  days). 

June  3. — Sold  E.  P.  Randolph,  East  Aurora,  N.  Y.,  5  hf.  chests 
Young  Hyson  tea,  350  lb.,  @  28c.;  2  hf.  chests  finest 
oolong  tea,  120  lb.,  @  51c.    Terms,  note  at  10  days. 

June  4.— Sold  H.  T.  Rogers,  Holland  Patent,  N.  Y.,  5  bags  Rio  cof- 
fee, 625  lb.,  @  27c.;  5  hf.  chests  choice  Japan  tea,  375 
lb.,  @  33c.  Terms,  note  at  30  days.  Had  Randolph's 
note,  dated  June  3,  discounted  at  bank.  Bought  of  Welch 
&  Green,  New  York,  20  bales  genuine  Mocha  coffee,  3,000 
lb.,  @  20c.;  10  mats  fancy  Java  coffee,  750  lb.,  @  23c. 
Terms,  3/10  n/30.  Sold  F.  D.  Sargent,  City,  10  hf.  chests 
finest  oolong  tea,  600  lb.,  @  50c.    Terms,  2/5  n/30. 

June  5. — ^Received  notice  from  bank  that  Watson's  note  (see  June 
1),  sent  to  bank  for  collection  June  3,  has  been  paid  and 
credited  to  your  account.  Bought  new  office  safe  for  cash, 
$225.00.  Bought  of  Henry  Decker,  City,  500  lb.  clubhouse 
coffee  @  25c.;  5  lb.  nutmegs  @  65c.     Terms,  3/10  n/60. 

June  7. — Bought  of  Waler  &  Walker,  Boston,  Mass.,  100  lb.  pepper 
@  20c.;  25  lb.  cinnamon  @  22c.;  50  lb.  cloves  @  27c. 
Terms,  3/10  n/30.  Clinton  Bros,  remit  bill  of  June  2. 
Bought  for  cash,, office  supplies,  $12.98. 

June   8. — Paid  cash  for  2  tons  of  coal  @  $6.50,  for  heating  office. 

June  9. — Welch  &  Green  drew  on  us  at  5  days  sight  for  $200.00  in 
favor  of  L.  E.  Blackburn,  of  this  city;  draft  accepted  and 
applied  on  account  of  their  bill  of  June  4,  Received  check 
from  F.  D.  Sargent  for  bill  of  June  4. 

June  11.— Sold  W.  D.  Lightbody,  North  Tonawanda,  N.  Y.,  3  hf. 
chests  Japan  tea,  225  lb.,  @  37c.;  2  hf.  chests  gunpowder 
tea,  120  lb.,  @  55c.     Terms,  3/5  n/60. 

June  14. — Paid  draft  accepted  June  9,  and  sent  Welch  &  Green  N.  Y. 
draft  for  balance  due  on  bill  of  June  4.  Had  Roger 's  note 
of  June  4  discounted  at  bank. 
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June  15. — Paid  Henry  Decker  for  bill  of  June  5.    Cash  sales  of  mer- 
chandise  to   date,    $436.10.     Paid   salaries:      bookkeeper, 
$40.00;    clerk,  $30.00;    delivery  man,  $25.00;   boy,  $7.00; 
telegrams,  etc.,  $1.04. 
Prove  the  correctness  of  your  work  by  making  a  Trial  Balance, 
and  close  the  books  to  show  loss  or  gain  and  present  worth  of  each 
partner.      Mdse.,    per   inventory,    $7,335.90;    furniture    and    fixtures, 
$1,365.00;   insurance,  unexpired  premium,  $137.50;   expense,  $125.00. 
(New  York  State  Eegents'  Examination.) 

8.  A,  B,  and  C  agree  to  start  in  business  with  a  capital  of  $400,- 
000.00,  of  which  A  is  to  furnish  $200,000.00,  B,  $100,000.00,  and  C, 
$100,000.00.  A  is  to  have  one-half  interest  in  the  business,  and  B 
and  C  each  one-quarter  interest,  and  interest  at  the  rate  of  5  per 
cent,  per  annum  is  to  be  paid  on  excess  capital,  if  any.  A  con- 
tributes $200,000.00,  B,  $90,000.00,  and  C,  $80,000.00. 

How  would  the  Capital  Accounts  stand  on  the  books  after  adjust- 
ing the  Interest  Account  at  the  end  of  the  year?  (C. P.A. — Solved 
in  Greendlinger 's  Accountancy  Problems,  Vol.  I,  Page  50.) 

9.  On  April  30,  1911,  St.  John  &  Co.  and  Carpel  Bros,  enter  into 
a  joint  venture  agreement.  They  each  contribute  $4,000.00,  with 
which  they  pay  for  goods  that  are  shipped  on  May  1  to  John  Doe, 
of  San  Francisco.  St.  John  &  Co.  advance  $400.00  to  defray  freight 
and  incidental  expenses.  John  Doe,  the  consignee,  is  allowed  10% 
on  the  cost  of  the  goods,  and  is  to  sell  them  at  whatever  price  he 
can  obtain  for  them. 

On  June  1,  1912,  on  the  strength  of  a  report  sent  by  wire,  Carpel 
Bros,  draw  at  sight  on  John  Doe  for  $4,000.00,  to  the  order  of  Carl 
Peter,  of  New  York.  On  July  1,  1912,  St.  John  &  Co.  receive  from 
the  consignee  a  check  for  $11,200.00,  all  the  goods  being  sold;  on  the 
same  day  St.  John  &  Co.  settle  with  Carpel  Bros.  Interest  at  6% 
is  allowed  on  all  the  transactions  affecting  the  partners  in  the  ven- 
ture. 

Prepare  all  the  Ledger  Accounts  brought  about  by  the  above,  on 
the  books  of  St.  John  &  Co.,  including  a  Joint  Venture  Account. 

(Construct  your  Ledger  Accounts  in  such  a  manner  that  they  will 
explain  fully  what  took  place,  and  make  a  cross  reference  possible.) 

(C.P.  A.) 

10.  Adjust  the  net  profit  between  John  Doe  and  Richard  Roe, 
pages  94-95,  if  the  copartnership  agreement  provided  for  the  allowing 
of  interest  on  investments  and  the  charging  of  interest  on  with- 
drawals, at  the  rate  of  5%  per  annum. 
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EXERCISES  FOR  CHAPTER  VI 

1.  What  is  a  corporation?  Describe  the  necessary  steps  for  the 
formation  of  a  corporation,  and  show  what  is  required  as  to  (o) 
number  of  incorporators,  (b)  number  of  directors,  (e)  capital  to  be 
paid  in,  (d)  par  value  of  each  share,  (e)  officers.     (C.  P.  A.) 

2.  In  the  same  line  of  business,  what  additional  books  and  rec- 
ords, if  any,  are  required  by  a  corporation  that  are  not  used  by  a 
partnership  ? 

3.  Mention  three  books  peculiar  to  corporations,  and  briefly  de- 
scribe each. 

4.  What  is  understood  by  the  term  net  profit?  State  the  final 
disposition  of  net  profit  in  the  books  of  a  partnership;  of  a  corpora- 
tion.    (C.  P.  A.) 

5.  Describe  the  following  securities  and  show  the  essential  fea- 
tures of  each:  (a)  Mortgage  bonds,  (6)  income  bonds,  (c)  deben- 
ture bonds,  (d)  common  stock,  (e)  preferred  stock.     (C.  P.  A.) 

6.  Describe  the  accounting  steps  involved  in  the  declaration  and 
payment  of  (a)  cash  dividend,  (b)  stock  dividend.  Who  are  entitled 
to  participate  therein?     (C.  P.  A.) 

7.  In  this  question  assume  that  the  following  books  and  rulings 
are  to  be  used :  Main  Ledger ;  Customers '  Ledger,  Creditors '  Ledger ; 
Sales  Book;  Purchase  Book;  Journal  with  debit  columns.  Accounts 
Payable  and  General,  and  credit  columns.  Accounts  Receivable  and 
General;  Cash  Book,  with  columns  on  the  debit  side  for  Discount  on 
Sales,  Customers,  and  General,  and  columns  on  the  credit  side  for 
Discount  on  Purchases,  Creditors,  Expense  and  General. 

Record  the  following  transactions  in  the  books  of  original  entry: 
New  York,  April  1,  1911. — William  Snow  and  John  White  determined 

upon  a  plan  of  combining  their  business  interests.     They 

formed  a  corporation.  The  Manhattan  Furniture  Co.,  with 

a  capital  stock  of  $80,000.00,  consisting  of  800  shares,  par 

value  of  $100.00  each. 
William  Snow  subscribed  for  5  shares. 
John  White  subscribed  for  5  shares. 
S.  L.  Mason  subscribed  for  50  shares. 
John  Foster  subscribed  for  25  shares. 
Snow  and  White  each  paid  cash  for  their  subscriptions.     Mason 

and   Foster  each  pay  for  their  subscriptions,  one-half  in 

cash,  the  balance  in  six  months'  notes. 
The  corporation,  througii  its  board  of  directors,  bought  William 

Snow's  business,  taking  over  the  assets  and  assuming  the 
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liabilities,  as  shown  in  his  balance  of  this  date,  giving  in 
payment   therefor  400   shares  of   stock. 

Wm.  Snow's  Balance  Sheet 

April  1,  1911. 

asskts  liabilities 

Cash $  1,500.00  Notes  Payable,  as  per 

Merchandise  Inventory     32,000.00  Schedules $9,000.00' 

Accounts  Eeceivable,  Interest  Accrued   249.00 

as  per  Schedule  A. .  .   18,500.00      Surplus    6,000.00 

Furniture  and  Fixtures        800.00  William  Snow,  Capital  37,551.00 


$52,800.00  $52,800.00 


Schedule  A,  Accounts  Eeceivable: — 

Invoice  Dated  Terms 

E.  D.  Samuels March  15      2/10,  1/30,    N/90    $8,000.00 

P.  D.  Mann March  22       2/10,  N/60  6,000.00 

O.  D.  Boyce March  23      2/10,  N/60  4,500.00 

Schedule  B,  Notes  Payable: — 

Six  months'  note  in  favor  of  St.  Paul  Furniture  Co.,  dated  Oct. 
15,  1910,  for  $9,000.00,  with  interest  at  6%  per  annum. 

The  corporation,  through  its  board  of  directors,  bought  White's 
business,  taking  over  the  assets,  except  the  cash,  and  assum- 
ing the  liabilities,  as  shown  in  his  Dalance  sheet  of  this 
date,  giving  in  payment  therefor  250  shares  of  stock. 

John  White's  Balance  Sheet 

April  1,  1911. 

ASSETS  liabilities 

Cash     $  8,400.00  Accounts    Payable,    as 

Notes     Receivable,     as  per  Schedule  E $  7,400.00 

per    Schedule    C 2,600.00  John  White,  Capital..  34,600.00 

Accounts  Receivable, 

as  per  Schedule  D . .     5,000.00 
Merchandise   Inventory  26,000.00 

$42,000.00  $42,000.00 
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Schedule  C,  Notes  Receivable: — 

Four  months'  note,  interest  6%,  made  by  John  Flynn,  dated 
Feb.  16,  1911,  $2,600.00. 

Schedule  D,  Accounts  Receivable: — 

Metropolitan  Hotel  Co.,  invoice  dated  March  25.     Terms,  3/10, 
N/60,  $5,000.00. 

Schedule  E,  Accounts  Payable: — 

Grand   Furniture   Co.,   invoice   dated  March   22.     Terms,   5/10, 
2/30,  N/4  mos. ;  $7,400.00. 

April  2. — Received  of  John  Flynn  his  check  for  $1,200.00,  as  partial 
payment  on  his  four  months'  note.     (See  Schedule  C.) 

April  4. — Received  of  P.  D.  Mann  his  check  for  $4,000.00,  to  apply 
on  invoice  of  March  22.  We  allowed  him  the  benefit  of 
discount  on  this  payment.     (See  Schedule  A.) 

April  5.— Sold  the  New  York  Hotel  Co.,  terms  2/10,  N/60,  10  ma- 
hogany chamber  sets,  at  $120.00. 

April  6. — Received  of  E.  D.  Samuels  check  for  invoice  of  March  15. 
(See  Schedule  A.) 

April  8. — Received  of  the  Michigan  Furniture  Co.,  Grand  Rapids, 
Mich.,  terms  5/10,  N/90,  invoice  of  furniture  dated  April 
1,  $1,500.00. 

April  9. — Remitted  the  Michigan  Furniture  Co.  exchange  on  Chi- 
cago in  payment  of  invoice  received  April  8.  We  bought 
the  exchange  by  check  at  our  bank,  the  New  York  Na- 
tional, at  1/8%  premium. 

April  9. — ^Received  oc  the  New  York  Hotel  Co.  check  for  invoice  of 
April  5. 

April  10. — Sold  John  Wilson,  Philadelphia,  trade  discount  5%  terms, 
B/L  attached  to  sight  draft,  20  dining-room  sets,  at  $70. 

April  12. — Received  of  the  Metropolitan  Hotel  Co.  check  for  invoice 
■  of  March  25.     (See  Schedule  D.) 

April  15. — ^Received  of  Grand  Furniture  Co.,  Chicago,  terms,  5/10, 
2/30,  N/4  mos.,  invoice  of  furniture  dated  April  10, 
$5,000.00. 

April  16. — Remitted  Grand  Furniture  Co.  exchange  on  the  First  Na- 
tional Bank  of  Chicago,  in  payment  for  invoice  of  March 
\     22.      (See  Schedule  E.)     Bought  the  exchange  by  check 
at  ^%  premium. 

April  17. — Discounted  our  90-day  note  of  this  date,  $6,000.00,  at  our 
bank,  receiving  credit  for  proceeds.  (Rate  of  interest, 
6%.) 

April  18. — ^Received    advice    from    our    bank    that    the    sight    draft 


APPENDIX  371 

against  invoice  of  April  10,  sold  John  Wilson,  has  been 
collected  and  credited.     Collection  charges,  1/10%. 

April  18. — Our  six  months'  note,  due  April  15  (see  Schedule  B),  was 
protested  for  non-payment.  Protest  fee,  $2.50.  We  ar- 
ranged to  take  up  the  old  note,  giving  our  check  for 
$5,000.00  and  a  new  note  of  this  date,  to  cover  protest 
fee,  interest,  and  balance  of  the  old  note.  (Bate  of  in- 
terest, 6%.) 

April  23. — Remitted  to  the  Grand  Furniture  Co.,  Chicago,  in  pay- 
ment for  invoice,  April  15,  our  sight  draft  on  O.  D. 
Boyce  (see  Schedule  A),  $4,500.00,  and  our  check  for  the 
balance. 

April  24. — Sold  Amos  Moore,  trade  discount  10%,  terms,  2/10,  N/30, 
20  library  tables,  at  $20.00,  10  dining  tables,  at  $30.00. 

April  25. — Paid  cash  for  office  expenses,  $25.00. 

April  26. — Our  store  was  robbed  of  $50.00  cash  and  $100.00  worth 
of  goods. 

April  30. — Paid  salaries  in  cash,  $125.00. 

April  30. — Paid  office  expense  in  cash,  $10.00.  (From  Teachers'  Ex- 
amination, set  by  tiie  Board  of  Examiners,  Department  of 
Education,  City  of  New  York.) 

8.  Post  and  close  the  books  of  original  entry, 

9.  Prepare  the  usual  statements.  Take  into  consideration  the  fol- 
lowing facts: 

Merchandise  Inventory  $28,000.00 

Fixtures   700.00 

Unconsumed  Expense    35.00 

(Exercises  Nos.  8  and  9  are  original.)  ' 

10.  (a)  What  is  cumulative  preferred  stock?  Wherein  does  it 
differ  from  non-cumulative  stock? 

(b)  What  are  a  stockholder's  rights  with  respect  to  the  books  of 
a  corporation? 

(c)  Under  what  theory  is  a  corporation  stockholder  liable  to 
creditors  for  unpaid  subscriptions  to  corporation  stock? 

(d)  Out  of  what  funds  may  dividends  be  paid? 

(e)  If  dividends  are  not  paid  in  accordance  with  your  answer 
to  the  preceding  (|uestion,  have  the  creditors  of  the  corporation  any 
action  against  the  company  or  its  stockholders?  (From  Greendlin- 
ger's  Accountancy  Problems,  Vol.  II,  Page  260.) 
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EXERCISES  FOB  CHAPTEB  VH 

See  Exercises  for  Chapter  IX. 

EXEEOISES  FOR  CHAPTER  Vm 

1.  Define  and  differentiate  reserve  fund,  sinMng  fund,  deprecia- 
tion, surplus.  Classify  the  foregoing  as  assets  or  liabilities,  and  give 
reasons  in  each  case.     (C.  P.  A.) 

2.  A  corporation  makes  a  practice  of  charging  to  expense  and 
carrying  to  Depreciation  Eeserve  Account  every  half  year  a  certain 
percentage  of  the  book  value  of  its  plant  and  machinery.  What,  in 
your  opinion,  is  the  correct  method  of  dealing  in  this  case  with  re- 
pairs and  renewals :  i.  e.,  should  the  latter  be  charged  to  Profit  and 
Loss,  or  can  they  properly  be  charged  to  Depreciation  Eeserve  Ac- 
count f     Give  reasons  for  your  answer.     (C.  P.  A.) 

3.  What  reason  can  you  give  for  the  creation  of  a  reserve  for  a 
sinking  fund,  when  the  reserve  is  not  to  be  funded?  Explain  fully. 
(C.  P.  A.) 

4.  Describe  a  sinking  fund.  How  should  the  account  of  such  a 
fund  be  conducted  in  the  case  of  a  manufacturing  corporation  that 
bonds  its  works  for  $100,000.00,  payable  in  twenty  years,  and  wishes 
to  accumulate  during  that  period  the  sum  necessary  to  retire  the 
bonds  at  maturity?     (C. P.  A.) 

5.  Show  the  entry  when  interest  is  paid  on  the  mortgage. 

6.  Show  the  entry  when  an  installment  is  set  aside. 

7.  Show  an  entry  when  investments  which  have  been  bought  are 
sold  again. 

8.  Show  the  entries  when  the  mortgage  is  cancelled. 

9.  To  which  account  should  the  interest  on  the  mortgage  be 
charged?     Why? 

10.  Should  Manufacturing  Account  or  Profit  and  Loss  Account  be 
charged  for  machinery  depreciation?     Discuss  fully. 

11.  Is  depreciation  of  plant  a  legitimate  element  of  the  cost  of 
goods  produced?  Explain  the  method  employed  to  keep  plant  in 
efficient  condition  out  of  earnings.     (C.  P.  A.) 

EXERCISES  FOR  CHAPTER  IX 

1.  Show  what  is  meant  by  the  following  terms:  Closing  the  books, 
balancing  the  books,  making  out  a  Statement,  preparing  a  Balance 
Sheet,  taking  off  a  Trial  Balance.     (C.  P.  A.) 
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2.  What  are  the  main  features  of  difference  between  a  Trial 
Balance,  taken  out  at  the  end  of  a  fiscal  year  before  the  books  of  a 
business  are  closed,  and  one  taken  out  immediately  after  the  books 
are  closed?     (C.  P.  A.) 

3.  Define  and  differentiate  the  following  kinds  of  Statements:  (o) 
Trial  Balance,  (6)  Balance  Sheet,  (c)  Statement  of  Assets  and  Lia- 
bilities,  (d)  Statement  of  Affairs.     (C.  P.  A.) 

4.  Define  assets,  liabilities.  What  are  fixed  assets,  quick  assets? 
In  making  up  a  general  Statement  of  Assets  and  Liabilities,  what 
groups  of  accounts  constitute  assets,  and  what  constitute  liabilities? 
State  how  to  treat,  on  closing  the  books,  assets  and  liabilities  accrued 
but  not  actually  due  (such  as  interest  receivable  and  payable,  taxes, 
insurance,  commissions,  salaries,  rents).      (C.  P.  A.) 

5.  State  the  different  steps  in  the  process  of  closing  the  Ledger 
at  the  end  of  a  fiscal  period,  and  give  the  reason  for  each  step. 
(C.P.A.) 

6.  The  following  accounts  are  found  in  the  books  of  a  corpora- 
tion; state  which  of  them  would  enter  into  the  Profit  and  Loss  Ac- 
count and  Balance  Sheet,  and  which  would  show  debit  and  credit  bal- 
ances: Eeserve  Fund,  Depreciation  on  Furniture,  Bad  Debt  Beserve, 
Bond  Eedemption  Account,  Bills  Receivable,  Rents  of  Properties 
Owned,  Dividend  on  Preferred  Stock,    •  (C.  P.  A.) 

7.  A  mining  corporation  has  assets  comprising,  among  others, 
leases,  good  will,  rent  with  royalties  paid  in  advance,  and  patents. 
How  would  you  deal  with  them  in  the  Balance  Sheet  and  Profit  and 
Loss  Account?      (C.P.A.) 

8.  The  following  is  a  Trial  Balance  of  the  Bedford  Shoe  Co.,  Dec. 
31,  1911. 

Irial  Balance 
Bedford  Shoe  Co.  December  31,  1911. 

Capital  stock $250,000.00 

Surplus,  Jan.  1,  1911 42,000.00 

Reserve  for  plant  and  machinery,  Jan.  1, 1911. .  20,000.00 

Reserve  for  bad  debts  and  notes,  Jan.  1,  1911. .  9,600.00 

Inventory,  finished  goods,  Jan.  1,  1911 $  32,000.00 

Inventory,  raw  material,  Jan.  1,  1911 45,000.00 

Purchases,   raw   material 135,000.00 

Sales,  finished  goods 379,680.00 

Discount  on  sales 2,500.00 

Discount  on  purchases '  1,730.00 
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Goods  returned  to  us 3,650.00 

Wages 127,000,00 

Power,  heat  and  light 17,000.00 

Repairs  to  machinery 2,800.00 

Factory  expense  and  salaries 9,500.00 

General  expense 8,500.00 

Factory  insurance 1,600.00 

General  insurance  600.00 

Plant  and  machinery. 25,000.00 

OflSce  salaries 15,000.00 

Salesmen 's  salaries   22,000.00 

Notes  and  accounts  receivable 200,000.00 

Notes  and  accounts  payable 30,000.06 

Furniture  and  fixtures 4,000.00 

Cash 75,500.00 

Taxes    960.00 

Advertising   5,400.00 

Inventories  on  Dec.  31,  1911 : 

Eaw  material $10,700.00 

Finished  goods  16,000.00 

Furniture  and  fixtures 3,580.00 

Prepare  a  Trading  and  a  Profit  and  Loss  Account  and  a  Balance 
Sheet.  Allow  5%  depreciation  on  plant  and  machinery  for  the  year. 
Allow  2%  for  reserve  for  bad  debts  and  notes  for  the  year. 

Make  the  Journal  entries  necessary  to  close  the  books  of  the 
aforesaid   corporation. 

A  dividend  of  6%  has  been  declared  on  the  stock  of  the  afore- 
said corporation.  Journalize.  (Teachers'  Examination,  Board  of 
Examiners,  Department  of  Education,  New  York  City.) 

EXERCISES  FOR  C7HAPTER  X 

1.  State  how  the  books  of  a  wholesale  tobacco  dealer  would  differ 
from  those  of  an  orphan  asylum. 

2.  What  are  the  essential  differences  between  a  Trading  and  Profit 
and  Loss  Statement  and  a  Statement  of  Income  and  Expenses? 

3.  When,  if  ever,  does  a  Statement  of  Receipts  and  Disbursements 
contain  the  same  information  as  the  Statement  of  Income  and  Ex- 
penditures?   Discuss  fully. 

4.  State  the  theory  and  the  practical  uses  of  a  Realization  and 
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Liquidation  Account,  showing  at  least  two  instances  in  which  it  may 
be  used  with  advantage.     (C.  P.  A.) 

5.  Show  the  entries  necessary  to  record  the  following  transactions- 
of  a  society: 

(o)  Dues  levied; 

(6)  Water  taxes  paid; 

(c)  Building  renovated; 

(d)  Additional  story  built; 

(e)  Dues  received; 

(/)  Salary  of  secretary  paid. 

6.  Assume  that  you  have  been  called  upon  to  close  the  books  of 

the  ■ Society,  Exercise  1,  Group  Two,  Page  255.     Make 

the  necessary  Journal  entries. 

7.  The  New  Eron  Club  keeps  its  books  by  double  entry.     On  De- 
cember 31,  1912,  the  following  Trial  Balance  was  shown  you: 

Trial  Balance 

New  Eron  Club.  December  31,  1912. 

Dues  Eeceivable  $  27,500.00 

Dues $18,000,00 

Eeal  Estate 80,000.00 

Mortgage  Payable 50,000.00» 

Interest  on  Mortgage 2,000.00 

Fixtures    5,200.00 

Postage  450.00 

Salary   3,100.00 

General  Expenses  3,350.00 

Taxes    1,000.00 

Investments  10,000.00 

Interest  on  Investments 86.00 

Accounts  Payable 800.00 

Special  Cash  Fund 5,000.00 

Cash    4,200.00 

Petty  Cash  18.00 

Capital  Surplus   72,932.00 

$141,818.00  $141,818.00 


As  all  repairs  and  additions  during  the  year  had  been  charged  to 
General  Expenses,  it  was  decided  not  to  write  off  any  depreciation. 
No  deferred  items  exist.  Prepare  (assuming  balance  of  cash,  1/1/12, 
$3,000.00)  : 
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(o)  Statement  of  Receipts  and  Disbursements; 
(6)  Statement  of  Income  and  Expenses; 

(c)  Balance  Sheet; 

(d)  Close  the  books. 

8.  During  1913,  the  following  transactions  occurred,  and  they 
■were  properly  recorded: 

Dues  levied,  $15,000.00;  dues  collected,  $20,000.00;  mortgage  re- 
duced to  $40,000.00;  interest  paid,  $1,800.00;  fixtures  pur- 
chased, $1,000.00;  postage,  $510.00;  salary,  $3,300.00;  gen- 
eral expenses,  $5,100.00;  taxes,  $1,000.00;  interest  on  in- 
vestments received,  $91.00;  accounts  payable  reduced  to 
$160.00. 

(a)  Prepare  a  Trial  Balance,  as  of  December  31,  1913; 

(6)  Prepare  a  Statement  of  Receipts  and  Disbursements; 

(c)  Prepare  a  Statement  of  Income  and  Expenses; 

(d)  Prepare  a  Balance  Sheet; 

(e)  Close  the  books. 

EXERCISES  FOR  CHAPTER  XI 

1.  When  and  why  is  a  Statement  of  Affairs  required? 

2.  What  is  the  function  of  the  Deficiency  Account?  Is  it  an  ac- 
count or  a  Statement?     Why? 

3.  Define  and  differentiate  the  following  kinds  of  Statements: 
(o)  Trial  Balance,  (6)  Balance  Sheet,  (c)  Statement  of  Assets  and 
Liabilities,  (d)  Statement  of  Affairs.     (C.  P.  A.) 

4.  Should  contingent  liabilities  be  shown  in  the  Statement  of 
Affairs?     Give  reasons  for  your  answer. 

5.  Arrange  the  following  items,  appearing  in  the  books  and  rec- 
'  ords  of  a  New  York  City  concern,  in  the  order  of  priority  with  re- 
spect to  payments: 

(o)  Water  taxes;  (6)  U.  S.  corporation  tax;  (c)  wages;  (d) 
directors'  fees;  (e)  New  York  state  tax;  (/)  interest  on  mortgage; 
(g)  balance  due  bank  after  selling  securities  pledged;  (h)  notes  pay- 
able;   (i)   accounts  payable. 

6.  You  are  asked  to  prepare  accounts  and  to  examine  into  the 
affairs  of  a  bankrupt,  and  you  find  that  the  books  have  been  kept  by 
Single  Entry.    How  would  you  proceed?     (C.  P.  A.) 

7.  The  Parker  Construction  Company  is  unable  to  meet  its  obli- 
gations and  is  forced  into  liquidation.  At  the  time  the  receiver  takes 
charge  of  its  affairs  the  following  Trial  Balance  is  prepared  from 
the  company's  books: 
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Trial  Balance 

Cash $  500.00 

Land  and  Buildings 10,000.00 

Mortgage  on  Land  and  Buildings $  8,000.00 

Plant  and  Equipment 20,000.00 

Creditors    59,400.00 

Completed  Contract  Accounts  (Losses)  .* 18,000.00 

Capital    50,000.00 

Uncompleted  Contract  Accounts  (Outlay)  . . .  30,000.00 

Securities  Acquired   in  Settlements 15,000.00 

Debtors'  Accounts  for  Completed  Contracts.  6,000.00 

Expenses    6,500.00 

Inventory  of   Materials 2,000.00 

Profit  and  Loss  (Deficiency) 9,400.00 


$117,400.00  $117,400.00 


The  sureties  on  the  unfinished  contracts  estimate  that  a  further 
outlay  of  $20,000.00  will  be  required  to  complete  the  work  and  realize 
the  contract  price  of  $40,000.00,  and  their  offer  to  take  over  the 
materials  on  hand  for  $1,500.00,  as  part  of  said  cost,  is  accepted  by 
the  receiver.  Of  the  securities  acquired,  $5,000.00  is  pledged  to  se- 
cure $11,000.00  due  creditors,  and  $10,000.00  is  pledged  to  secure 
$9,000.00  due  creditors.  The  company  owes  for  taxes  on  real  estate 
$100.00,  and  for  salaries  and  wages  of  employees  $1,200.00,  which 
sums  do  not  appear  on  the  books.  The  company  has  discounted  cus- 
tomers' notes  for  $3,000.00,  of  which  subsequent  advices  indicate 
that  $1,000.00  will  be  dishonored,  and  a  debtor  owing  $1,500.00  on 
unsecured  account  has  failed  and  disappeared.  It  is  estimated  that 
the  amount  realized  on  land  and  buildings  will  be  sufiicient  to  satisfy 
the  mortgage  only,  and  that  plant  and  equipment  will  realize  onljr 
6%  of  the  book  value. 

Prepare  a  Statement  of  Affairs  and  Deficiency  Account. 

(C.  P.  A. — Solved  in  Greendlinger 's  Accountancy  Problems,  Vol.  I, 
page  137.) 

EXERCISES  FOR  CHAPTER  XII 

1.  Devise  a  system  of  accounts  for  a  receiver  or  trustee.  What 
accounts  must  he  necessarily  keep? 

2.  If  four  trustees  wind  up  an  estate,  discuss  the  amount  of  fees 
to  which  they  are  entitled. 

3.  Five   trustees   wind   up   an   estate   amounting   to   $108,500.00. 
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Assuming  that  each  of  them  is  entitled  to  the  same  fee,  how  much 
does  each  receive  f 

4.  Differentiate  between  a  Statement  of  Affairs  and  a  Eealiza- 
tion  and  Liquidation  Account.  What,  if  anything,  have  they  in 
common  ? 

5.  When  preparing  a  Statement  of  Realization  and  Liquidation  in 
the  case  of  a  company  dissolving  itself,  how  would  you  treat  re- 
serves for  depreciation?  State  three  methods  of  treating  the  matter 
and  give  reason  for  your  preference.     (C.  P.  A.) 

6.  The  Richardson  Engraving  &  Printing  Company,  a  corporation 
having  an  authorized  capital  stock  of  $50,000.00,  is  owned  by  William 
Richardson,  $10,000.00;  Silas  Johnson,  $15,000.00,  and  Thomas  Ac- 
ton, $25,000.00. 

The  plant  was  destroyed  by  fire,  September  23,  1908.  All  the 
books  and  records  were  saved,  except  the  sales  records,  which  were 
not  written  up  for  September.  The  insurance  companies  paid 
$28,000.00  on  the  plant,  and  $7,000.00  on  the  stock,  which  was  dis- 
tributed to  the  stockholders  as  received,  in  proportion  to  their  hold- 
ings. Cash  was  received  from  September  sales  amounting  to 
$13,500.00.  On  September  30,  the  Trial  Balance  disclosed  the  fol- 
lowing condition: 

Capital  Stock $50,000.00 

Plant $  30,000.00 

Stock  on  Hand,  June  1,  1908 8,750.00 

Accounts  Receivable   19,640.00 

Accounts  Payable    12,590.00 

Reserve  for  Bad  Debts 1,250.00 

Insurance  Adjustment 28,000.00 

Cash  3,900.00 

Engraving 77,600.00 

Printing    99,350.00 

September  Sales,  Not  Allocated 24,175.00 

Merchandise  Purchases 58,800.00 

Wages 130,180.00 

Rent 1,800.00 

Salaries   5,750.00 

Profit  and  Loss  Surplus 855.00 

William  Richardson 7,000.00 

Silas  Johnson 10,500.00 

Thomas  Acton 17,500.00 


$293,820.00  $293,820.00 
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The  Accounts  Eeceivable  realized  $18,320.00,  and  the  liquidation 
expenses  were  $1,850.00.  The  stockholders  turned  in  their  stock  for 
cancellation,  and  received  their  proportionate  amount  of  cash.  Pre- 
pare Journal  entries,  closing  the  books  of  the  corporation,  and  a 
Profit  and  Loss  Account.  (C.  P.  A. — Solved  in  Greendlinger 's  Ac- 
countancy Problems,  Vol.  II,  Page  108.) 

EXERCflSES  FOR  CHAPTER  XIII 

See  Exercises  for  Chapter  XIV. 

EXERCISES  FOR  CHAPTER  XIV 

1.  What  is  understood  by  cost  or  factory  bookkeeping?  What  is 
shown  by  the  cost  books?  What  are  the  principal  items  entering  into 
the  cost  of  manufactured  products?     (C.P.A.) 

2.  State  what  is  meant  by  a  cost  sheet,  showing  its  advantages 
and  how  it  is  made  up.  Give  a  form  of  cost  sheet  for  some  manu- 
facturing business  with  which  you  are  familiar.     (C.P.A.) 

3.  The  East  &  West  Railroad  Co.  hauled  many  tons  of  coal  during 
the  year  to  the  various  distributing  points  along  its  line,  for  the  use 
of  the  locomotives,  and  upon  this  company  coal  $70,000.00  freight 
was  charged,  such  charge  being  made  against  the  cost  of  fuel  for 
locomotives  and  credited  to  freight  earnings.  Was  the  above  method 
of  handling  this  freight  item  correct?  In  answering,  state  your 
reasons  fully.     (C.P.A.) 

4.  The  Trial  Balance  of  the  Vincent  Manufacturing  Co.,  as  of 
December  31,  1906,  is  given  below.  Inventory,  December  31,  1906, 
$90,000.00. 

Prepare  a  Statement  of  Profit  and  Loss  and  Income,  showing  (a) 
cost  of  manufacture,  (ft)  cost  of  selling,  (c)  cost  of  administration, 
(d)  net  profit,  (e)  surplus. 

Trial  Balance 
Vincent  Manufacturing  Co.  December  31,  1906. 

Discounts,  Trade   $     4,030.00 

Entertainment  of  Customers 2,000.00 

Machinery  Inventory,  Dec.  31,  1906 40,000.00 

Tools  Inventory,  Dec.  31,  1906 8,500.00 

Patents  Inventory,  Dec.  31,  1906 21,000.00 

Patterns  Inventory,  Dec.  31,  1906 12,400.00 

Merchandise  Consumed  410,000.00 
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Bills  Receivable 3,050.00 

Accounts  Receivable    250,000.00 

Insurance — 

Machinery,  Tools  and  Patterns 500.00 

Merchandise    650.00 

Employers'  Liability  Premiums 4,000.00 

Taxes,  Personal  Property 1,000.00 

Interest,  General    4,470.00 

Cash    45,000.00 

Labor,  Productive    300,000.00 

Labor,  Unproductive 35,000.00 

Power   21,000.00 

Repairs,  Machinery   1,310.00 

Factory   Expenses    3,010.00 

Office  Pay  Roll 18,000.00 

Inventory,  January  1,  1906 75,000.00 

Merchandise  Sales $1,048,500.00 

Allowances    10,900.00 

Office  Furniture  and  Fixtures 5,700.00 

Salaries,  Officers 15,000.00 

Postage 2,000.00 

Telegrams  and  Telephones 1,800.00 

Collection  and  Exchange 700.00 

Stationery  and  Printing 3,050.00 

Freight  in   23,000.00 

Freight  out  10,000.00 

Cartage  and  Express  in 3,750.00 

Bonding  of  Employees  (Office) 250.00 

Travelling  Expense   (Salesmen) 17,500.00 

Salesmen's  Commissions  and  Salaries...  40,000.00 

Bills  Payable    99,050.00 

Accounts  Payable 43,000.00 

Surplus 43,250.00 

Capital  Stock   200,000.00 

Directors'  Fees    1,500.00 

Cartage  out 4,300.00 

Discounts,  Trade   6,300.00 

Return  Sales  Account 41,000.00 


$1,440,370.00    $1,440,370.00 
(C.  P.  A.) 
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EXERCISES  FOR  CHAPTER  XV 

1.  What  is  a  voucher,  and  what  is  your  understanding  of  its  pur- 
pose?    (C.P.A.) 

2.  How  would  you  determine  the  profits  for  a  given  period  from 
a  set  of  books  kept  on  the  Single  Entry  system,  the  capital  at  the 
beginning  of  the  period  being  known?      (C.P.A.) 

3.  In  drawing  up  a  Balance  Sheet,  is  it  desirable  to  show  the 
assets  and  liabilities  by  groups,  and,  if  so,  into  what  groups  would 
you  classify?    Give  reasons  for  your  classification.     (C.P.A.) 

4.  Devise  a  system  of  accounts  for  a  building  contractor  who  con- 
structs for  a  fixed  price  and  also  for  a  fixed  percentage  added  to 
cost. 

5.  How  should  an  auditor  commence  a  new  audit  of  the  books  of 
a  concern  whose  business  is  foreign  to  his  experience,  in  order  to 
gain  familiarity  with  the  work  in  hand  in  the  shortest  possible  time? 
(C.P.A.) 

6.  Why  should  the  auditor  compare  all  payments  with  proper 
vouchers,  show  agreement  between  Cash  Book  balance  and  bank  bal- 
ance, and  reconciliation  of  check  book  and  bank  pass  book?  (C.  P.  A.) 

7.  A  person  is  interested  in  the  profits  of  a  corporation,  but  is  not 
a  shareholder  therein.  He  objects  to  having  the  preliminary  expenses 
enter  into  the  Profit  and  Loss  Account.  Is  his  position  tenable? 
Give  reasons.     (C.  P.  A.) 

8.  A  concern  owns  a  parcel  of  real  estate,  which  cost  it  $500,- 
000.00.  There  is  a  purchase  money  mortgage  on  it  of  $350,000.00. 
You  are  asked  to  enter  the  same  in  the  balance  sheet  at  $350,000.00 
net.  Would  you  comply  with  this  request?  Give  reasons  for  your 
answer.     (C.P.A.) 

9.  Three  months  after  the  close  of  a  fiscal  year  you  are  requested 
to  audit  a  set  of  books  to  the  end  of  the  fiscal  year.  How  do  you 
ascertain  if  the  cash  called  for  by  the  books  was  actually  on  hand 
and  in  bank?     (C.P.A.) 

10.  What  is  the  objection  to  loose  leaf  depositors'  Ledgers? 
(C.  P.  A.) 

11.  Explain  in  what  general  way  an  auditor  may  arrive  at  a  con- 
clusion regarding  the  value  of  book  debts  and  outstanding  accounts. 
(C.  P.  A.) 

12.  In  classifying  the  items  of  a  Statement  of  Profit  and  Loss, 
under  what  caption  should  the  following  items  appear,  to  be  logically 
allocated:  freight  on  sales,  insurance,  salaries  of  watchmen?  Give 
reasons  for  your  allocation.     (C.  P.  A.) 
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13.  If  you  were  called  upon  to  investigate  the  books  and  accounts 
of  a  manufacturing  firm  that  contemplated  selling  its  business  to  a 
corporation,  and  were  required  to  report  on  the  net  profits  during 
the  preceding  five  years,  what  course  would  you  pursue,  and  what 
would  be  the  character  of  your  report?     (C,  P.  A.) 

14.  A  cashier,  who  is  also  in  charge  of  the  Ledger  Accounts,  is 
suspected  of  irregularities.  What  procedure  would  you  pursue  with  a 
view  to  disclosing  his  method  of  covering  his  shortage?     (C.  P.  A.) 

15.  Write  two  forms  of  certificates,  such  as  might  be  given  to 
a  client  upon  your  completing  an  audit  for  the  ^seal  year  of  the 
•empany.     (C.  P.  A.) 


APPENDIX  B 

REVIEW  EXERCISES  AND  TESTS 

We  shall,  in  conclusion,  submit  a  few  examples  of  com- 
plete examination  papers  taken  from  various  sources. 

1.  University  of  the  State  of  New  YorTc 

200th  High  School  Examination 

ELEMENTARY  BOOKKEEPING 

Write  at  the  top  of  the  first  page  of  your  answer  paper  (a) 
the  name  of  the  school  where  you  have  studied,  (&)  the  number  of 
weeks  and  recitations  a  week  that  you  have  had  in  bookkeeping. 

Four  recitations  a  week  for  a  school  year,  in  a  recognized  aca- 
demic school,  is  the  regular  requirement,  and  any  statement  showing 
less  or  other  than  this  should  be  accompanied  by  a  satisfactory  claim 
or  explanation  made  by  the  candidate  and  certified  by  the  principal; 
otherwise  such  paper  will  be  returned. 

Answer  All  Questions 

1-2.  Show  the  Loss  and  Gain  account  and  the  proprietors'  ac- 
counts that  would  result  from  closing  the  books  of  Dean  &  Ford  for 
the  year  ending  Dec.  31,  1909. 

The  open  accounts  and  their  respective  footings  were  as  follows 
W.  E.  Dean,  proprietor,  Dr.  $700,  Cr.  $10,000;  H.  A.  Ford,  pro 
prietor.  Dr.  $950,  Cr.  $10,000;  Mdse.  Dr.  $29,105.45,  Or.  $20,016.10 
Furniture  and  Fixtures  Dr.  $785.30,  Cr.  $50;  Bills  Payable  Dr. 
$7,789,  Cr.  $8,567.50;  Bills  Receivable  Dr.  $12,000,  Cr.  $11,200 
Joseph  Wilkins  Dr.  $590.20,  Cr.  $786.45 ;  William  Porter  Dr.  $659.80 
Cr.  $434.25;  Expense  Dr.  $536.28;  Insurance  Dr.  $125;  Mdse.  Dis 
count  Dr.  $676.55,  Cr.  $1,321.05;  Interest  and  Discount  Dr.  $701.40 
Cr.  $529.90.  The  cashbook  footings  were  Dr.  $25,441.20,  Cr 
$17,154.93.  Inventories  were  mdse.  $14,397.68,  furniture  and  fix 
tures  $718,10,  expense  $45.75, 
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3-5.  Using  double  entry  cashbook  and  journal,  both  as  books  of 
original  entry,  make  entries  of  the  following  in  proper  form  for  post- 
ing to  the  double  entry  ledger  (Enter  cash  items  in  cash  book  only)  : 

Jan.  4,  1910. — ^William  Jackson,  Elmira,  N.  Y.,  begins  a  grain  busi- 
ness with  the  following  investment:  cash,  $2,500;  mdse., 
$1,600 ;  James  White 's  60-day  note,  without  interest,  dated 
Dec.  21,  1909,  $500;  real  estate,  $5,000;  furniture  and  fix- 
tures, $460;  Charles  E.  Packard,  Eochester,  N.  Y.,  owes 
him  $1,240  on  account.  He  owes  L.  O.  Mason,  on  account, 
$1,600,  and  has  an  acceptance  outstanding  (draft  drawn 
payable  60  days  after  date  by  John  Brown  in  favor  of 
Harrison  Tyler,  dated  Dec.  29,  1909),  $975. 

Jan.  5.— Bought  of  Blake  &  Weston,  Buffalo,  N.  Y.,  1,000  bu.  corn 
@  39i^c.;  1,200  bu.  wheat  @  62c.  Terms  3/10  n/30  (3% 
off  if  paid  in  10  days,  net  30  days). 

Jan.  6. — Sold  J.  H.  Clark  on  account  100  bu.  com  @  49c.;  500  bu. 
wheat  @  75c. 

Jan.  7. — Sold  Henry  Johnson  250  bushels  barley  @  50c.;  200  bu. 
oats  @  24c.     Terms,  2/10  n/60. 

Jan.  8. — Had  White's  note  (see  investment)  discounted  at  bank  at 
6%. 

Jan.  10. — Bought  of  Townsend  &  Co.,  Eochester,  N.  Y.,  on  account 
1,500  bu.  wheat  @  63c. 

Jan.  11. — Sold  Porter  Black  for  cash  100  bu.  oats  @  25c. 

Jan.  12. — Paid  cash  for  new  typewriter  for  oflSce  use,  $100. 

Jan.  13. — Sent  Townsend  &  Co.  draft  at  10  days  after  date  on  Charles 
E.  Packard  (see  investment)  for  amount  of  invoice  of  Jan. 
10. 

Jan.  15. — Sent  Blake  &  Weston,  N.  Y.,  draft  in  payment  of  bill  of 
Jan.  5,  less  discount. 

Jan.  17. — Eeceived  check  from  Johnson  for  amount  of  his  bill  of  Jan. 
7,  less  discoimt. 

Jan.  18. — Townsend  &  Co.  return  the  draft  on  C.  E.  Packard  sent 
them  on  Jan.  13,  stating  that  Packard  has  refused  to  pay 
the  draft. 

6.  Post  from  questions  3-5  items  belonging  in  mdse.  account 
only.    Close  mdse.  account;  inventory,  $3,010. 

7.  Make  in  proper  form  under  date  of  Jan.  17,  an  account  sales 
of  20  tubs  butter  and  30  cases  eggs  received  Jan.  5,  1910,  by  Philip 
Downer,  commission  merchant,  Albany,  N.  Y.,  from  James  Bower- 
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man,  Voorheesville,  N.  Y.  Sales  were  made  as  follows:  Jan.  9,  10 
cases,  240  doz.,  eggs  @  30c.;  5  tubs,  300  lbs.,  butter  @  28c.  Jan. 
12,  10  tubs,  600  lbs.,  butter  @  29c.  Jan.  14,  5  cases,  120  doz.,  eggs 
@  31c.;  5  tubs,  300  lbs.,  butter  @  27c.  Jan.  15,  15  cases,  360  doz., 
eggs  @  30c.  Charges  were:  freight,  $10.75;  cartage,  $2.25;  com- 
mission, 5%. 

8.  Write  in  proper  form  the  invoice  for  goods  received  from 
Blake  &  Weston  Jan.  5.  Write  also  and  indorse  in  such  form  as  to 
serve  as  a  voucher  to  Jackson  the  bank  draft  sent  in  payment  Jan. 
15  (supply  all  necessary  data). 


2.    Department  of  Education  The  City  of  New  Yorh 

PEELIMINAEY  EXAMINATION  FOR  GEADUATION 

FEOM  THE  HIGH  SCHOOL  OF  COMMEECE 

ELEMENTARY  BOOKKEEPING 

Time— 1  P.  M.  Candidate's  No 

Do  not  allow  days  of  grace.  Be  careful  to  do  all  work  on  the 
page  indicated.  Papers  deficient  in  neatness  and  penmanship  will  be 
graded  below  60%.  Answer  questions  in  order.  Page  your  double 
sheets  1  to  8  and  your  single  sheet  9  to  10. 


(1)     On  page  1  write  journal  entries  for  these  transactions,  omit- 
ting day  book  records: 

July  1,  1910. — Drew  a  sight  draft  on  A.  Adams,  and  remitted  same 

to  B.  Brown  on  account,  $1,000. 
July   6. — Accepted,   payable   at   First   National    Bank,   C.    Carson's 

draft,  dated  July  3,  at  30  days'  sight,  favor  D.  Dawson, 

$350. 
July    9. — Eeceived  of  E.  Elliott  &  Co.  to  apply  on  account,  their 

draft  for  $500,  dated  July  7,  at  60  days  from  date,  on  F. 

Franklin  &  Bro.  our  favor,  which  the  drawees  have  this  day 

accepted,  payable  at  Second  National  Bank. 
July  10. — Drew  a  draft  at  45  days  from  date  on  G.  Grover  &  Sons, 

favor  of  Hamilton  &  Inslee,  for  $700,  and  remitted  same 

to  them  to  apply  on  account,  less  discount  at  6%. 


386  ELEMENTS  OF  ACCOUNTING 

July  16. — Drew  a  draft  at  60  days  from  date  on  J.  Jamison,  our 
favor,  for  amount  of  invoice  sold  him  on  July  10,  $1,200; 
discounted  draft  at  the  Colonial  Bank,  for  credit,  less  dis- 
count at  4%. 

July  17.— Prepaid  Karl  King  &  Co.  's  draft,  $650,  dated  July  14,  at 
20  days'  sight,  favor  Levestein  &  Malarky,  less  discount, 
by  check  on  Colonial  Bank.     (15) 

(2)  On  lower  half  of  page  1  write  a  journal  entry  to  convert 
books,  formerly  kept  by  single  entry,  to  double  entry,  from  the  fol- 
lowing facts:  Cash  in  bank,  $4,000;  in  safe,  $350;  Merchandise  on 
hand  at  cost,  $5,000;  Fixtures,  estimated  value,  $250;  due  you  on 
notes  your  favor,  $1,500;  due  you  on  account,  William  Jones,  $200; 
Paul  Prescott  &  Son,  $300;  O.  Opdycke,  $700.  You  owe  on  ac- 
count: E.  Eainsford,  $1,000;  S.  Stephens  &  Bro.,  $300;  you  owe 
on  notes  outstanding,  $2,000.  A.  Armstrong's  investment  was  $6,000 
and  his  withdrawals,  $1,000.  B.  Bramhall's  investment  was  $5,500 
and  his  withdrawals  $600.  By  agreement  losses  and  gains  are  to  be 
divided  equally  between  the  two  partners.     (10) 

(3)  On  pages  2  and  3  write  the  cash  book  entries,  omitting  ex- 
planations; on  page  4  (first  16  lines)  write  the  sales  book  entries, 
using  the  remainder  of  this  page  for  your  journal.  No  purchase 
book  is  used.  On  page  9  write  the  account  sales  register  entries,  and 
on  page  10  make  out  the  account  sales  of  M.  Smith  &  Co.  Follow 
■the  Commission  Set  as  a  model.  Balance  and  rule  up  the  books  when 
completed. 

March  1, 1910. — Student  invests  this  day  his  balance  in  the  Com 
Exchange  Bank,  $6,424.11. 

March  2. — Shipped  Homer  Davis,  Baltimore,  Md.,  to  be  sold  on  my 
account  and  risk,  100  ch.  Y.  H.  Tea,  5,000  lbs.  at  40c. 

March  3. — Received  of  M.  Smith  &  Co.,  Toledo,  Ohio,  consignment 
of  400  crates  tomatoes.     Paid  freight  on  same,  $30. 

March  3. — Drew  a  draft  at  30  days  from  date  on  Homer  Davis, 
which  he  has  previously  agreed  in  writing  to  accept,  and 
gave  same  to  Trader's  Bank  for  presentation,  $300. 

March  4. — The  Colonial  Bank  presents  a  draft  drawn  at  20  days' 
sight  on  you  by  M.  Smith  &  Co.,  which  you  accept  pay- 
able at  the  Com  Exchange  Bank,  $200. 

March  5.— Sold  Hynes  &  Co.,  City,  2/10  n/60  400  crates  tomatoes 
from  M.  Smith  &  Co.'s  consignment  No.  1,  $1. 

March    6. — Closed  M.  Smith  &  Co.'s  consignment  No.   1  and  ren- 
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dered  them  on  account  sales;  charges,  $20;  insurance, 
$5;  commission,  5%;  net  proceeds  due  in  30  days. 

March  6. — Eeceived  of  Moore  &  Son  an  account  sales  of  butter 
shipped  them  April  29,  showing  commission,  $20;  charges, 
$15 ;  net  proceeds  due  in  30  days,  $670. 

March  7. — Sold  R.  Moon,  City,  2/10  n/60  from  merchandise  account 
200  crates  eggs,  6,000  dozen  at  20c.,  $1,200. 

March  8. — Received  an  account  sales  from  Homer  Davis  for  ship- 
ment of  March  2,  showing  commission,  $125;  charges, 
$40;  insurance,  $3;  advances,  $300;  net  proceeds  re- 
mitted by  N.  Y.  draft,  $2,032. 

March  9. — Received  of  Bardwell  &  Co.,  their  check  for  invoice  of 
February  28;  terms,  2/10  n/60;  amount  of  invoice,  $600. 

March  10. — Paid  National  Dispatch  Co.  check  for  freight,  $75,  of 
which  $15  was  on  the  shipment  of  Homer  Davis,  and  $40 
was  on  consignment  of  Ahner  &  Co.,  received  this  day. 

March  11. — Received  of  Hayden  &  Co.,  St.  Louis,  Mo.,  consignment 
of  1,000  bushels  wheat.     Paid  freight,  $50. 

March  12.— Sold  H.  Ryker,  City,  2/10  n/60  from  Hayden  &  Co. '8 
consignment  No.  1,  1,000  bushels  wheat  at  $1. 

March  13. — Rendered  an  account  sales  for  Hayden  &  Co.  's  consign- 
ment No.  1;  commission,  5%;  charges,  $4;  net  proceeds 
remitted  by  check. 

March  14, — Paid  by  check  Rice  &  Pond 's  invoice  of  February  15, 
2/30  n/60.     Amount  of  invoice,  $1,000,     (45) 

(4)  On  page  5  from  the  following  Trial  Balance  and  inventories 
prepare  a  Profit  and  Loss  Statement  for  the  month  of  December. 
Profits  and  Losses  are  to  be  divided  equally  between  the  partners. 

Trial  Balance,  December  31,  1910. 

J.  B.  Finch  (partner)    $100.00         $9,000.00 

L.  A.  Lewis  (partner) 200.00           9,000.00 

Furniture  and  Fixtures 350.00 

Real  Estate 14,000.00 

Charges   50.00 

Horse  and  Wagon 500.00 

Office  Supplies    90.00 

Merchandise  Discount 110.00 

Shipments    ." .  1,800.00             950.00 

Merchandise   .,, 11,000.00          7,000.00 
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Freight   $75.00 

Gray  &  Co 1,125.00           $600.00 

Notes  Eeceivable   2,000.00           1,100.00 

Expense    150.00 

Consignments    600.00           2,100.00 

Holmes  &  Co 1,000.00 

Commission    250.00 

Notes  Payable 2,000.00          6,000.00 

Cash    2,950.00 


$37,050.00       $37,050.00 

On  hand:  Merchandise,  $7,000 j  OflBce  Supplies,  $40;  Unsold 
Shipments,  $1,100.  Insurance  paid  in  advance,  $20.  Allow  for  de- 
preciation: Eeal  Estate,  2^4%;  Horse  and  Wagon,  12%%;  Furni- 
ture and  Fixtures,  5%.     (30) 


3.  University  of  the  State  of  New  York 

200th  High  School  Examination 
ADVANCED  BOOKKEEPING 

Writ*  at  the  top  of  the  first  page  of  your  answer  paper  (a)  the 
name  of  the  school  where  you  have  studied,  (b)  the  number  of  weeks 
and  recitations  a  week  that  you  have  had  in  bookkeeping. 

Three  recitations  a  week  for  one  school  year  in  addition  to  four 
recitations  a  week  in  elementary  bookkeeping  for  another  school  year, 
in  a  recognized  academic  school,  is  the  regular  requirement,  and  any 
statement  showing  less  or  other  than  this  should  be  accompanied  by 
a  satisfactory  claim  or  explanation  made  by  the  candidate  and  certi- 
fied by  the  principal;  otherwise  such  paper  will  be  returned. 

Answer  all  questions.  Ruled  paper  should  be  used,  but  the  candi- 
date will  be  held  responsible  for  the  ruling  called  for  by  the  ques- 
tions. In  rating  papers  the  credits  will  be  assigned  as  follows: 
changing  to  double  entry,  25,  journal  10,  sales  book  10,  purchase  book 
10,  cash  book  18,  sales  ledger  5,  purchase  ledger  5,  main  ledger  10, 
final  result,  7. 

1-10.  Martin  Sullivan  of  North  Tonawanda,  N.  Y.,  invested  Jan. 
2,  1909,  $12,500  in  the  wholesale  grocery  business  and  kept  his  books 
by  single  entry.     He  directs  you,  his  bookkeeper,  to  change  to  the 
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double  entry  system  on  Jan.  3,  1910.  You  find  the  following  prop- 
erty on  hand:  store  and  lot,  $5,000;  horses  and  wagons,  $1,800; 
oflSce  furniture,  $695;  merchandise,  $6,879.25.  The  cash  book  shows 
a  balance  of  $4,284.10  on  hand.  Sullivan  also  holds  a  non-interest- 
bearing  note  of  Porter  Montgomery,  dated  Dec.  15,  1909,  for  $750; 
he  has  outstanding  an  acceptance  dated  Dec.  31,  1909,  in  favor  of 
John  Herman,  drawn  by  Henry  Dickson  at  20  days  for  $919.  His 
ledger  shows  the  following  open  accounts: 

Dr.  Cr. 

Martin    Sullivan,   proprietor $12,500.00 

D.  F.  Mason $869.10  500.00 

George  C.  Allen 306.00  780.00 

Smith  &  Baker 532.75  1,441.60 

Robert  Aldrich   995.00  226.50 

Take  all  the  steps  necessary  to  change  to  the  double  entry  sys- 
tem, showing  and  proving  your  work  by  a  trial  balance  and  putting 
the  old  ledger  in  shape  to  be  continued  as  the  main  ledger  of  the 
new  books. 

The  books  of  original  entry  to  be  used  in  the  new  set  are  journal> 
sales  book,  purchase  book  and  cash  book.  All  original  entries  must 
be  clearly  explained.  In  addition  to  the  main  ledger  already  opened, 
a  sales  ledger  and  a  purchase  ledger  are  to  be  kept. 

In  addition  to  the  general  columns,  use  special  columns  in  the 
cash  book,  on  the  debit  page  for  Mdse.  Disc.  Dr.,  Accts.  Rec.  Cr., 
(cash  sales),  on  the  credit  page  for  Mdse.  Disc.  Cr.,  Accts.  Pay.  Dr., 
Expense  Dr. 

In  the  journal,  use  special  columns  for  Accts.  Pay.  Dr.  and  Accts. 
Eec.  Cr.,  in  addition  to  the  general  columns. 

Make  all  necessary  entries  and  postings  for  the  following: 

Jan.  3,  1910. — Paid  cash  for  new  books  and  stationery,  $38.50. 
Bought  of  Burton  Bros.,  Buffalo,  N.  Y.,  50  cases  baking 
powder  @  3.60;  250  1-lb.  cans  cocoa  @  48e;  144  lib. 
tins  sweet  chocolate  @  29c.;  1,250  lb.  plain  Rio  coffee  @ 
24c.    Terms,  3/10  n/60. 

Jan.  4. — Sold  Gordon  Cook,  North  Tonawanda,  N.  Y.,  4  mats;  300 
lb.  fancy  Java  coffee  @  30c.;  6  bbl.  oatmeal  @  $6. 
Terms,  2/5  n/30.  Sold  Robert  Johnson,  city,  15  20-lb.  boxes 
London  layer  raisins  @  10c.  per  lb.;  2  bbl.,  650  lb.,  stand- 
ard A  sugar  @  5c.     Terms  2/10  n/30. 
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Jan.   5. — Bought  for  cash  new  office  safe,  $450. 

Jan.    6.— Bought  of  Porter  Bros.,  New  York,  6  bbl.,  300  gal.,  New 

Orleans   molasses   @    30c.;    10   bbl.,   3,250   lb.,   granulated 

sugar,  @  5c.     Terms,  2/5  n/30. 
Jan.    7. — Bought   of   Jones   &    Colby   on    account    1,000    bbl.    roller 

process  flour  @  $5.50.    Cash  sales  of  merchandise  to  date, 

$566.75. 
Jan.    8. — Received  N.  Y.  draft  from  Gordon  Cook  for  amount  of  bill 

of  Jan.  4,  less  discount. 
Jan.  10.— Sold  J.  L.  Masten,  Niagara  Falls,  N.  Y.,  50  200-lb.  bags 

ice  cream  salt  @  57c.  per  bag;  5  bbl.,  1,625  lb.,  standard 

A  sugar  @  5c.     Terms,  30  days,  net. 
Jan.  11. — Sent  Porter  Bros.,  N.  Y.,  draft  for  amount  of  invoice  of 

Jan.  6,  less  discount. 
Jan.  12. — Gave  Jones  &  Colby  a  note  at  30  days  for  $1,500  to  apply 

on  account  of  invoice  of  Jan.  7. 
Jan.  13. — Sent  Burton  Bros,  check  for  amount  of  invoice  of  Jan.  3, 

less  discount. 
Jan.  14. — Received  from  J.  L.  Masten  a  draft  at  10  days  from  date 

on  Bouton  &  Co.  for  $75,  which  they  have  accepted.    Rob- 
ert Johnson  paid  by  check  his  bill  of  Jan.  4,  less  discount 

Cash  sales  to  date,  $664.90.    Bought  for  office  use  6  tons  of 

coal  @  $6.75,  paying  by  check. 

Show  your  proprietor 's  net  loss  or  gain  and  present  worth  on  Jan. 
16.  Inventories  are  furniture  and  fixtures,  $1,137.50;  merchandise, 
$12,018.40;  real  estate  and  horses  and  wagons  remain  unchanged. 

4.    Department  of  Education  The  City  of  New  York 

HIGH  SCHOOL  OF  COMMERCE 

EXAMINATION  IN  ADVANCED  BOOKKEEPING 

Time — 9 :  15  A.  M.  Candidate 's  No 

1.  After  the  model  of  the  Manufacturing  Set,  omitting  explana- 
tions, journalize  these  transactions: 

(1) 
Under  voucher  No.  625  issued  for  payroll,  you  pay  cash  as  fol- 
lows : 
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(o)  To  men  working  in  factory $3,000 

(6)  To  men  supervising  above 100 

(c)  To  men  working  on  books  and  other  records 150 

(d)  To  President,  Treasurer  and  Directors  for  salaries, 

fees,  etc 500 

(e)  To  J.  B.  Smith,  a  salesman,  $250,  of  which  $100 

was  for  expenses. 

(2) 
Under  voucher  No.  921  you  pay  cash  for  6  gross  pens,  $3. 

(3) 
Sold  Dodge  &  Rice,  2/10  n/60  bill  of  goods  amounting  to  $982.95. 

(4) 
Eeceired  cheek  in  payment  of  the  above  within  ten  days  of  date 
of  sale. 

(5) 
Bought  of  T.  C.  Perkins,  5/10  n/90  240  ft.  insulated  copper  wire 
@  $19.50. 

(6) 
Bought  of  Perry  Bros.,  for  cash,  100  window  pieces  @  $1.50  for 
wing  of  factory  being  erected,  and  10  window  pieces  @  $2.50  to  re- 
place old  ones  in  main  building. 

(7) 
Drew  check  for  petty  cash  of  $100. 

(8) 
Paid  Colonial  Bank  cash  $1.50  for  protest  fees  on  J.  B.  Eliot 'a 
90-day  note. 

(9) 
You  hold  Rich,  Lantz  &  Co. 's  90-day  note  for  $500  and  their  ac- 
count shows  a  balance  due  you  of  $700.     With  other  creditors  you 
agree  to  accept  payment  on  basis  of  75  cents  on  the  dollar  and  check 
for  that  amount  is  received. 

(10) 

J.  H.  Steele  &  Co.  return  with  your  consent  5  cases  shoes  @  $85. 

(11) 
E.  M.  Lyon  sends  you  check  in  payment  of  invoice  amounting  to 
$2,570,  on  which  he  is  entitled  to  2%   discount;   amount  of  check 
received,  $2,528.60.  (35) 
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2.  From  the  following  Trial  Balance  and  inventories,  prepare 
a  Profit  and  Loss  and  Income  Statement  for  the  year  ending  De- 
cember 31,  1910. 

Trial  Balance,  December  31,  1910. 

Cash    $103,420.16 

Plant  and  Machinery 120,579.84 

Accounts  Receivable  60,261.19 

Fuel,  Light  and  Oil 6,000.81 

Discount  on  Sales 25,000.00 

Bills  Payable $75,500.00 

Mill  Supplies   15,000.00 

Sales   545,000.00 

Bills  Receivable    50,000.00 

Capital  Stock   200,000.00 

Inventory,  Mfd.  Goods,  1/1/10 60,000.00 

Merchandise  Returned    3,000.00 

Freight  Inward    4,000.00 

Vouchers  Payable 93,807.00 

Taxes  on  Plant 500.00 

Labor    130,000.00 

Discount  on  Purchases. 31,962.19 

Officers'  Salaries  26,150.00 

Salesmen 's  Salaries 40,950.00 

Insurance  on  Plant  and  Machinery 1,200.00 

Foremen 's  Salaries  9,000.00 

Materials    262,980.50 

Interest  and  Discount 6,160.31 

Petty  Expense 4,125.92 

Advertising  (Sales  Dept.)    15,260.58 

Collection  and  Exchange 900.50 

Salesmen's  Traveling  Expenses 14,100.00 

$952,429.50     $952,429.50 

Inventories,  December  31,  1910. 

Materials $37,000.00 

Unpaid  Factory  Labor 5,000.00 

Finished  Goods  on  Hand 24,980.50 

Mill  Supplies 5,000.00 

Depreciation  on  Plant  and  Machinery,  10%  ' 

Reserve  for  Bad  Debts .' 2,000.00 

(65) 
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5.    From  the  Manual  of  Examinations,  United  States  Civil  Service 
Commission,  1912. 

Instructions — On  the  blanks  furnished  make  the  necessary 
double  entry  journal  entries  for  the  transactions  found  in  the  memo- 
randa below.  Keep  bank  account  separate  from  the  cash  account. 
Make  no  day-book  entries. 

March  1,  1905. — Thomas  Morris  opened  new  books  with  the  follow- 
ing resources:  Cash  in  Citizens'  Bink,  $7,800;  cash  in 
safe,  $2,687.50 ;  merchandise,  $4,768 ;  real  estate,  $9,750 ; 
an  account  against  William  Rose,  $2,360;  a  note  given 
by  James  Wilson  for  $1,287.50,  due  in  six  months  with- 
out interest,  accounted  at  its  present  worth,  $1,250. 

His  liabilities  were  an  account  due  John  West,  $2,976; 
a  note  for  $900  due  Arthur  Moore,  accrued  interest  to 
date,  $27.50;  an  acceptance  at  fifteen  days  for  $840, 
dated  February  15,  1905,  drawn  upon  him  by  Abraham 
Naylor  in  favor  of  Joseph  Kemp. 

March  2. — Bought  of  Jones  Bros,  merchandise,  $5,400.  Gave  in 
payment  a  note  at  six  months,  interest,  $90,  included  in 
the  face  of  note,  $3,090.    Balance  on  account. 

March  6. — Sold  to  Samuel  Aikens  merchandise,  $2,600.  Received  in 
payment  the  acceptance  mentioned  in  liabilities,  $840,  and 
a  draft  on  Chase  Chemical  Bank  for  balance  (not  de- 
posited) . 

March  13. — Morris  sold  to  John  Kelso  a  half  interest  in  the  business 
for  $13,000  in  cash.  (Account  the  difference  between 
this  valuation  of  the  business  and  the  valuation  as  shown 
by  the  opening  entry  as  good  will.) 

March  18. — Sent  Jones  Bros,  a  draft  at  ten  days '  sight,  drawn  by  us 
upon  William  Rose  in  favor  of  Jones  Bros.  Face  of 
draft,  $600. 

March  25. — Bought  of  James  Wilson,  merchandise,  $2,400.  Gave  in 
payment  his  note  mentioned  in  resources.  Face  of  note, 
$1,287.50;  present  worth,  $1,254.87.    Balance  on  account. 

March  27. — Sold  Jarvis  &  Co.,  merchandise,  $3,600.  Received  in  pay- 
ment a  sight  exchange  for  $800  on  New  York,  accepted 
at  Vs  per  cent,  premium,  and  their  note  at  twenty  days 
for  balance. 

March  29. — Paid  by  check  on  Citizens '  Bank  the  note  due  Arthur 
Moore  mentioned  in  liabilities.  Face  of  note,  $900;  ac- 
crued interest  to  date,  $31.70. 
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March  30. — Discounted  at  the  Citizens '  Bank  our  note  at  six  months^ 
and  received  credit  for  proceeds.  Face  of  note,  $800  j 
discount,  $24. 

Second  Exercise 

From  the  data  given  below  make  out  a  balance  sheet  which  shall 
include  a  trial  balance,  the  inventory,  and  statement  of  losses  and 
gains,  proprietors'  accounts,  and  resources  and  liabilities. 

On  March  1,  1905,  Charles  Martin  had  on  hand  as  per  inventory 
merchandise,  $5,400;  real  estate,  $7,600;  unused  oflBce  stationery, 
$20.75.  The  balance  of  the  cash  account,  as  shown  by  the  ledger, 
was  $3,640,  and  the  balance  of  the  bills  payable  account  was  $2,365. 
The  footings  of  the  other  ledger  accounts  were  as  follows: 

Debit  footings:  Charles  Martin  (proprietor),  $970;  merchandise, 
$12,800;  real  estate,  $8,000;  Traders'  Bank,  $4,780.25;  bills  re- 
ceivablef  $4,620;  expense,  $90.25;  interest  and  discount,  $148.60; 
Joshua  Miller,  $2,897.50. 

Credit  footings:  Charles  Martin  (proprietor),  $6,797.85;  mer- 
chandise, $7,800;  real  estate,  $120;  Traders'  Bank,  $3,600;  bills 
receivable,  $3,640.75;  interest  and  discount,  $197.80;  Joshua  Miller, 
$ (amount  to  be  supplied  by  the  competitor). 


6.     MUNICIPAL  CIVIL  SEEVICE  COMMISSION,  NEW  YOEK 

BOOKKEEPEE,  FOUETH  GEADE.     SPECIAL. 

Handwriting  and  Neatness  to  Be  Bated  on  1  and  3 

1  to  3.  Show  in  proper  form  the  cash  entries  that  should  result 
on  the  books  of  A,  B,  C  and  D,  from  the  following  set  of  transac- 
tions: On  Jan.  2,  1906,  A  buys  of  B  7,000  pes.  of  flannelette,  45 
yds.  to  the  piece,  at  6%  cts.  per  yd.,  terms  5%  off  for  60  ds.,  giv- 
ing note  due  Mar.  3,  which  note  at  maturity  is  liquidated  by  the 
payment  of  $10,000,  together  with  a  new  note  at  three  months,  bear- 
ing interest  at  the  rate  of  6%  per  annum.  On  Apr.  1  this  note  is 
discounted  for  B  by  the  X  State  Bank,  and  on  Apr.  15  is  taken  up 
by  A  with  check  on  the  Y  Nat'l  Bank,  A  obtaining  the  necessary 
funds  for  settlement  by  borrowing  $2,000  from  C,  and  negotiating 
a  call  loan  at  2%  from  the  Y  Nat'l  Bank  with  which  he  pledges  100 
shares  of  E  S  T  stock,  par  value  $100  per  share,  market  value  105. 
On  Jan.  10,  1906,  A  sells  to  D  1,000  pes.  flannelette,  45  yds.  to  the 
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pc.  at  8  cents  a  yard,  terms  2%  off — 4  mos.  Settlement  for  this 
purchase  is  made  May  10,  an  allowance  having  been  claimed  of  $15 
and  admitted  by  check,  which  is  deposited  in  the  Y  Nat  '1  Bank  by 
A,  May  11.  The  following  day  A  takes  up  his  call  note  by  paying 
to  the  bank  the  proceeds  of  this  check,  less  $2,000,  which  he  repays 
to  C,  giving  the  bank  a  new  note,  due  Nov.  1,  at  5%,  endorsed  for 
accommodation  by  C.  When  this  note  falls  due  it  is  not  paid,  and  is 
accordingly  protested  (protest  charges,  $2.63),  and  is  finally  taken 
up  by  C  on  Dec.  2.  On  Dec.  10,  A  makes  settlement  with  C  by  giv- 
ing him  a  mortgage  on  his  house  for  $10,000.  The  balance,  due  in 
settlement  of  the  transactions  between  A  and  C,  is  settled  by  check, 
A  allowing  C  $100  for  expenses  of  searching,  recording,  etc. 

4  to  6.  Show  all  the  other  postings  that  should  result  from  the 
above  mentioned  transactions  on  the  books  of  A. 

7.  The  firm  of  A,  Z  &  Co.  is  about  to  be  turned  into  a  stock 
company,  with  2,000  shares  of  $100  (par  value)  each,  one-half  6% 
preferred,  one-half  common.  It  owes,  for  merchandise,  $50,000,  and 
has  doubtful  accounts  receivable  of  $40,356,  estimated  to  be  actually 
worth  $30,000  net.  In  addition  expert  appraisers'  schedules  show 
the  following:  Merchandise  completely  manufactured,  $100,000; 
B/K'ble,  $11,500;  Accts.  R'ble  Guaranteed  (in  addition  to  those 
mentioned  above),  $10,100;  Furniture  and  Fixtures,  $2,400;  Mdse. 
partly  finished,  $40,000;  Cash,  $1,000;  Industrial  stock  (par  value 
$7,000)  estimated  at  $5,500;  Trademarks,  Copyrights,  etc.,  $19,000; 
Eeal  Estate  (mortgaged  for  $10,000),  $20,000;  Tools,  Lathes,  etc., 
$2,500.  At  what  sum  must  the  good  will  be  estimated  in  order  that 
the  total  assets  may  appear  equal  to  the  total  liabilities  on  the  books 
of  the  new  company? 

8.  The  P  Q  R  Co.  has  the  following  resources  and  liabilities  on 
Jan.  1,  '06:  Eesources — Fixed  assets,  $100,000;  Receivables, 
$550,000;  Cash,  $150,000.  Liabilities — Capital  Stock  (par  value), 
$1,000,000;  Accts.,  etc.,  payable,  $200,000.  Is  the  company  solvent? 
Would  it  be  solvent  if  the  fixed  assets  proved  to  be  worthless  and 
the  receivables  realized  only  $100,000?  Would  your  answers  be  dif- 
ferent if  instead  of  the  capital  stock  being  $1,000,000  the  capital 
stock  were  $500,000,  and  the  bonded  debt  $500,000  (6%  mtge. 
bonds),  due  1925?     Give  full  reasons  for  all  your  answers. 

9.  On  Jan.  7,  '06,  W,  a  fruit  grower  and  dealer,  consigns  to  Y, 
a  New  York  commission  merchant,  100  crates  of  berries,  40  boxes  to 
the  crate,  at  the  same  time  drawing  on  consignees  at  sight  for  $100. 
The  freight  charges  amount  to  $17.28.  One-fourth  of  the  goods  ia 
spoiled  so  as  to  be  unsalable  through  the  negligence  of  the  E.  R.  Co., 
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which  pays  $50  damages  to  Y  in  settlement  of  claim  for  reimburse- 
ment, and  of  the  remaining  boxes  of  fruit,  one-third  is  sold  at  5  ct8> 
a  box,  and  the  balance  at  10  cts.  a  box,  cash,  on  July  10,  the  i%ic- 
tion  and  commission  charges  being  5%.  W's  draft  is  paid  by  Y  on 
July  8.  Prepare  a  statement  to  be  sent  on  July  20,  from  Y  to  W, 
with  check  in  settlement  of  account  to  that  date,  interest  being 
charged  and  allowed  at  the  legal  rate. 

10.  The  X  Company  starts  business  Jan.  1,  '05,  with  a  capital 
stock  of  $100,000  and  a  bonded  debt  of  $100,000.  The  bonds  arcr 
5%  fifty-year  bonds.  On  Dec.  31,  '05,  its  resources  and  liabilities, 
exclusive  of  stocks  and  bonds,  are  as  follows:  Keal  Estate,  $500,000; 
Cash,  $20,000;  Eeceivables,  $100,000;  Bills  and  Accts.  Payable,, 
$14,000.  There  must  be  a  sinking  fund  contribution  of  2%  and  a 
10%  reserve  for  depreciation.  After  these  deductions  what  rate  of 
dividend  can  be  paid?  Under  the  circumstances  outlined  above  can 
it  be  paid  in  cash?  If  so,  how?  If  not,  how?  Give  reasons  for 
your  answers. 


7.    MUNICIPAL  CIVIL  SEEVICE  COMMISSION,  NEW  YOEK 

ACCOUNTANT— FIFTH  GRADE 
Date:    May  15,  1912. 

TECHNICAI^-WEIGHT  7 

Part  I.    To  Be  Finished  hy  1S:S0 

Theory  of  Accounts 

1.  On  what  general  principles  is  double  entry  bookkeeping  based  f 

2.  Describe  the  process  of  changing  a  set  of  books  from  single 
to  double  entry.     Give  an  example. 

•  3.  A  mining  corporation  has  assets  comprising,  among  others, 
leases,  goodwill,  patents,  rent  and  royalties  paid  in  advance.  How 
would  you  deal  with  them  in  the  profit  and  loss  account  and  balance 
sheet? 

4.  The  budget  of  a  municipality  includes  appropriations  for  five 
separate  departments.  Set  up  such  accounts  as  you  believe  will  cover 
the  financial  operations  incident  thereto,  with  supposed  receipts  and 
disbursements. 
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AUDITINa 

5.  State  the  objects  to  be  attained  by  an  audit. 

6.  In  case  of  an  unexplained  absence  of  a  bookkeeper,  who  has 
had  the  entire  charge  of  a  set  of  books,  state  the  steps  that  should 
be  taken  to  determine  whether  or  not  irregularities  had  been  com- 
mitted. 

7.  A  company  takes  a  large  number  of  notes  (bills  receivable) 
from  its  customers,  and  when  in  need  of  funds  discounts  or  sells 
them.  What  accounts,  if  any,  should  appear  to  care  for  the  con- 
tingent liability  thus  created  to  satisfy  you  as  Auditor? 

8.  Give  examples  of  such  assets  and  liabilities,  not  usually  found 
on  books  of  accounts,  as  should  be  considered  by  the  Auditor  when 
preparing  an  income  and  profit  and  loss  account  at  the  close  of  the 
fiscal  period. 

PEACTICAL  ACCOUNTING 
I 

9  and  10.  The  Washington  Company  is  organized  under  the  laws 
•of  the  State  of  New  York  to  conduct  a  manufacturing  business.  The 
authorized  capital  is  $500,000.00,  divided  into  $250,000.00  common 
and  $250,000.00  preferred  stock,  par  value  of  shares  $100.00.  Five 
incorporators  subscribe  each  for  one  share  of  common  stock  at  face 
value.  John  Peters,  one  of  the  incorporators,  purchases  from  three 
manufacturing  companies  their  complete  plants  for  $499,500.00,  and 
transfers  said  plants  to  the  Washington  Company  for  the  remaining 
$499,500.00  of  common  and  preferred  stock  and  $100,000.00  of  First 
Mortgage  5%  bonds  out  of  a  total  issue  of  bonds  amounting  to 
$150,000.00,  leaving  $50,000.00  of  bonds  in  the  treasury.  The  incor- 
porators then  pay  in  cash  for  their  respective  subscriptions. 

The  individual  assets  acquired  are  as  follows: 

Land  and  Buildings  $75,000.00 

Plant  and  Machinery 200,000.00 

Tools,  Equipment  and  Fixtures 50,000.00 

Inventories    100,000.00 

Accounts  Eeceivable   33,000.00 

Cash    12,000.00 

Required:  (a)  Opening  entries  for  the  books  of  the  Washington 
Co.;  (b)  Initial  Balance  Sheet,  showing  the  Company's  financial  con- 
dition. 
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11  and  12.  The  American  Trading  Company  has  been  granted 
permission  to  dissolve  its  corporate  existence.  You  are  consulted 
about  the  procedure  of  closing  its  books  and  are  given  the  following 
information : 

An  abstract  of  the  Ledger,  on  July  15,  1910,  discloses: 

Land  and  Building $30,000.00 

Plant  and  Machinery 50,000.00 

Merchandise  Inventory    22,500.00 

Notes  Receivable 10,500.00 

Accounts  Receivable   16,800.00 

Contingent  Fund   15,200.00 

Mortgage  Bonds  (on  machinery  and  plant) 25,000.00 

Accrued  Interest  on  the  mortgage 52.00 

Notes    Payable    27,000.00 

Accounts  Payable    28,000.00 

Capital  Stock  (authorized,  issued  and  outstanding) 50,000.00 

Reserve  for  depreciation  of  plant  and  machinery 9,500.00 

Reserve  for  depreciation  of  buildings 1,950.00 

Reserve    for    Contingencies 15,200.00 

Surplus    798.00 

There  is  a  balance  in  the  bank  of  $12,500.00. 

A  report  rendered  by  the  Secretary  for  the  Company  shows  the 
result  of  the  realization  as  follows: 

The  mortgagees  bought  the  plant  and  machinery  for  $35,000.00, 
paying  cash  for  the  difference  between  the  amoimt  of  the  mortgage 
and  the  accrued  interest  and  the  purchase  price.  The  land  and 
buildings  were  sold  for  $33,000.00.  The  inventory  of  merchandise 
was  disposed  of  for  $20,000.00.  The  Notes  Receivable  were  paid; 
the  Accounts  Receivable  realized  $15,150.00,  and  the  securities  of  the 
Contingent  Fund  realized  $14,700.00. 

All  Notes  Payable  and  Accounts  Payable  were  paid,  and  the  ex- 
pense of  realization  and  liquidation  amounted  to  $3,200.00.  Re- 
quired: (a)  All  closing  entries  for  the  dissolution  of  the  Company, 
(b)  A  statement  of  realization  and  liquidation  showing  the  amounts 
distributed  to  the  stockholders. 
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8.     NEW  YOKK  C.  P.  A.  EXAMINATION  OF  JUNE,  1912 

THEOEY  OF  ACCOUNTS 

University  of  the  State  of  New  YorTc 

Tuesday,  June  25,  Idl2—9:15A.  M.  to  12:15  P.  M.  only 

"The  Eegents  of  the  University  shall  make  rules  for  the  exam- 
ination of  persons  applying  for  certificates  under  this  act,  and  may 
appoint  a  board  of  three  examiners  for  the  purpose  *  *  *  "  (Laws 
of  1896,  ch.  312,  sec.  2). 

Answer  10  questions  but  no  more,  selecting  at  least  two  questions 
from  each  group.  Answers  in  excess  of  the  number  required  will  not 
be  considered.  Do  not  repeat  questions,  but  write  answers  only, 
designating  by  number  as  in  question  paper.  Check  (v)  the  numbers 
of  each  one  of  the  questions  you  have  answered.  Each  complete 
answer  will  receive  10  credits.  Papers  entitled  to  75  or  more  credits 
will  be  accepted. 

Group  I. 

1.  Reduce  the  single  entry  system  to  a  few  accounting  equations 
that  will  embody  all  its  basic  principles. 

2.  What  is  the  relation  of  nominal  accounts  to  real  accounts? 
How  do  these  accounts  fulfil  the  purpose  for  which  they  are  created? 

3.  Describe  (a)  a  self-balancing  ledger,  (b)  the  voucher  record. 
How  is  the  former  operated?  Are  claims  made  for  the  latter  justi- 
fied? 

4.  Submit  a  rule  form  of  a  capital  stock  ledger  that  will  per- 
mit the  recording  of  all  the  information  required  of  that  book  by 
the  New  York  Statute. 

5.  State  two  different  theories  in  relation  to  the  presentation  of 
a  balance  sheet  as  far  as  classification  is  concerned.  What  is  the 
reasoning  on  which  they  are  based? 

Group  II. 

6.  State  two  ways  of  treating  consignments  inward,  when  goods 
are  to  be  sold  subject  to  commission  at  the  price  at  which  they  are 
consigned.  Give  the  arguments  for  and  against  each  method  and 
your  views  thereon. 
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7.  How  does  the  Interstate  Commerce  Commission  require  re- 
serves to  be  presented  on  the  balance  sheets  of  common  carriers? 

8.  State  your  opinion  in  regard  to  the  technic  of  journalizing. 
Show  wherein  your  view  is  in  accord  with  the  evolution  of  the  books 
of  account. 

9.  A  company  has  leased  ore-bearing  lands  capable  of  producing 
50,000  tons  of  ore  on  the  basis  of  a  royalty  of  10  cents  on  each  ton 
of  ore  mined,  and  has  guaranteed  a  minimum  royalty  of  $1,200  a 
year.  At  the  expiration  of  the  first  year  the  minimum  royalty  has 
been  paid,  although  no  ore  has  been  mined.  What  journal  entry 
would  you  make  in  connection  with  the  foregoing?     Explain. 

10.  After  due  foreclosure  proceedings  A  sells  for  $20,000  the 
land  and  buildings  mortgaged  to  him  by  B,  to  whom  he  had  loaned 
$26,000.  There  is  no  question  about  the  regularity  of  the  sale,  the 
loss  being  due  to  a  drop  in  real  estate  values.  The  property  sold  is 
located  in  Westchester  County  and  the  mortgage  is  recorded  in  White 
Plains,  N.  Y.    Journalize  the  transactions  on  the  books  of  A. 

Group  III. 

11.  What  reason  can  you  give  for  the  creation  of  a  reserve  for 
a  sinking  fund  when  the  reserve  is  not  to  be  funded?    Explain  fully. 

12.  When  preparing  a  statement  of  realization  and  liquidation 
in  the  case  of  a  company  dissolving  itself,  how  would  you  treat  re- 
serves for  depreciation?  State  three  methods  of  treating  the  matter, 
and  give  reason  for  your  preference. 

13.  A  title  insurance  company  collects  its  fees  for  searches  and 
insurance,  on  signing  the  contracts  with  the  clients.  The  work  to  be 
done  may  extend  over  several  months.  Suggest  a  method  of  record- 
ing whereby  the  income  may  be  spread  over  the  period  in  which  the 
expense  is  incurred. 

14.  A  street  railway  company  has  been  granted  a  franchise  for 
a  new  line;  the  legal  expenses  incident  to  the  grant  have  amounted 
to  $5,000;  the  cost  of  the  consents  has  been  $22,000;  the  cost  of 
pating  the  streets  between  the  tracks,  which  was  a  condition  of  the 
franchise,  has  been  $425,000.  Journalize  the  above  and  give  reason 
for  your  entries. 

15.  A  has  received  notice  from  his  life  insurance  company  that 
a  dividend  of  $9  has  been  declared  on  his  policy.  He  elects  to  ac- 
cept a  ' '  reversionary  addition ' '  of  $15  to  the  principal  of  his  policy, 
in  lieu  of  a  cash  dividend.  Journalize  the  transaction  on  the  books 
of  the  insurance  company. 
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9.      NEW  YORK  C.  P.  A.  EXAMINATION  OF  JUNE,  1912 

PEACTICAL  ACCOUNTING— PART  I 

University  of  the  State  of  New  York 

Tuesday,  June  25,  1912—1.15  to  4.15  P.  M.  only 

(The  practical  accounting  paper  consists  of  part  1  and  part  2.) 

"The  Regents  of  the  University  shall  make  rules  for  the  exam- 
ination of  persons  applying  for  certificates  under  this  act,  and  may 
appoint  a  board  of  three  examiners  for  the  purpose.  *  *  *  (Laws 
of  1896,  ch.  312,  sec.  2.) 

Answer  two  questions  but  no  more.  Answers  in  excess  of  the 
number  required  will  not  be  considered.  Do  not  repeat  questions  but 
write  answers  only,  designating  by  number  as  in  question  paper. 
Cheek  (v)  the  number  of  each  one  of  the  questions  you  have  an- 
swered. Each  complete  answer  will  receive  25  credits.  Papers  en- 
titled to  75  or  more  will  be  accepted. 

1.  From  the  following  trial  balance,  after  closing,  taken  from 
the  general  ledger  of  a  railway  company  June  30,  1910,  and  from 
the  notations  found  below,  prepare  a  general  balance  sheet  that  will 
meet  the  requirements  of  the  Interstate  Commerce  Commission : 


Cash — deposited  at  in- 
terest         $100,000 

Gash — deposited  not  at 

interest    55,000 

Working  funds. .  . .  ( 1 )  15,000 

Cash  in  transit 10,000 

A-gents'  and  conduct- 
ors'  balances 30,000 

Traffic  and  car  service 

balance?   172,000 

Other  accounts  receiv- 
able    22,000 

Investments    (2)        950,000 

Insurance   fund 92,000 

Deposits  to  insure  per- 
formance of  con- 
•^acts 30,000 


Loans  payable $400,000 

Traffic  and  car  service 
balances 171,400 

Audited  vouchers  un- 
paid             275,000 

Wages   unpaid 55,000 

Other  accounts  pay- 
able    79,800 

Interest  and  rents  ac- 
crued             139,500 

Taxes   accrued 20,500 

Capital  stock  author- 
ized, preferred 3,000,000 

Capital  stock  author- 
ized, common 7,000,000 

General    mortgage 

bonds,  authorized...     5,000,000 
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Boad  ^nd    equipment 

(3)  $15,000,000 

Other  real  estate. .  (4)     1,000,000 

Materials  and  supplies       325,000 

Accrued-  interest    and 

rentals  130,800 

Discount     on    bonded 

indebtedness   52,000 

Equipment  trust  cer- 
tificates   sold...  (5)  65,000 

Equipment  trust  cer- 
tificates unissued. . .      1,235,000 

General    mortgage 

bonds  unissued 1,500,000 

Capital  stock  unissued, 

common   1,000,000 

Claims   in   process   of 

collection 20,000 

Cash    in   securities   in 

redemption  fund . . .        600,000 


Equipment  trust  cer- 
tificates, authorized.  $2,000,000 

Reserve  for  deprecia- 
tion, road  and 
equipment   2,300,000 

Reserve     for     general 

mortgage   bonds 600,000 

Eeserve  for  claims 
and  injuries (6)  60,000 

Reserve  for  contin- 
gencies    40,000 

Profit  and  loss  surplus     1,262,600 


$22,403,800 


$22,403,800 


(1)  Advanced  to  general  and  special  agents,  officers  and  em- 
ployees, for  expenses. 

(2)  Stocks  of  steamship  and  transportation  lines  not  in  the  sys- 
tem;   pledged  to  secure  loans  payable  $650,000;    unpledged,  $300,000. 

(3)  Prior  to  June  30,  1907:  Road,  $9,000,000;  equipme^ 
$3,000,000.  Subsequent  to  June  30,  1907:  Road,  $1,800,000;  equip- 
ment, $800,000;    general  expenditures,  $400,000. 

(4)  Not  required  for  operation  of  the  road. 

(5)  Deposited  with  trustee  pending  delivery  to  the  railway  of 
the  portion  of  the  equipment  that  the  proceeds  of  the  bonds  are  to 
pay. 

(6)  Created  by  charges  to  operating  expenses. 

2.  An  examination  of  the  books,  records  and  accounts  of  the 
Pinta  and  Mercedes  Mining  Co.,  for  the  month  of  June,  1911,  dis- 
closes : 

Materials  and  supplies  consumed,  $9,300;  wages:  miners,  $1,530 
surfacers  and  warehouse  men,  $475;  stable  men  and  drivers,  $175 
freneral  labor,  $45;    administration  expenses,  $4,250;    taxes,  $130.40 


APPENDIX  403 

balance  of  wages  unpaid,  $135;  royalties  paid  on  leased  lands  not 
operated,  $125;  feed  consumed  and  sundry  stable  expenses,  $330; 
spent  out  of  funded  reserve  for  injuries,  $500. 

Mining  operations:  ore  mined,  1,020  tons;  brought  to  the  sur- 
face and  warehoused,  950  tons;  sent  to  the  assay  oflSce,  1,115  tons; 
charged  by  assay  office  for  analysis  and  assay,  $10  per  ton;  cost  of 
transportation  to  assay  office,  20  cents  per  ton;  shipped  from  assay 
office  to  Mexican  Smelters  Co.,  1,295  tons;  sale  price,  $40  per  ton; 
cost  of  shipment,  45  cents  per  ton;  charged  by  smelters  for  differ- 
ence in  assay,  $200.  Ore  inventories.  May  31,  1911:  in  assay  office, 
180  tons,  $399;  in  mine  galleries,  250  tons,  $375;  in  warehouses, 
500  tons,  $1,000. 

Eeserves:  for  leveling  of  land,  $50;  for  depreciation  of  ma- 
chinery, $300;  for  exhaustion  of  mines,  10  cents  per  ton.  Repairs 
to  machinery  amount  to  $50,  and  are  included  in  administration  ex- 
penses. 

Discarded  during  the  period  seven  narrow  gauge  wagons,  cost  al- 
together, $350,  aggregate  residual  value,  $20. 

Prepare  a  statement  of  income  and  profit  and  loss  for  the  month 
of  June,  1911,  showing  the  ton  status  and  the  location  of  the  ore 
inventories  on  June  30,  and  the  labor  and  transportation  cost  per  ton 
of  ore  surfaced  and  warehoused,  sent  to  assay  office  and  shipped. 


NEW   YORK   C.   P.   A.    EXAMINATION   OF   JUNE,    1912     - 

PRACTICAL    ACCOUNTING— PART    II 
33  d  Accountant  Examination 

4.     TRIAL  BALANCE  OF  THE  GENERAL  LEDGER  OF  JOHN" 
DOE,  CIVIL  ENGINEER,  DECEMBER  31,  1911 

Cash  $10,572.44  Manhattan  Construction  $5,000.00 

Furniture  and  fixtures.      1,054.68  Report  No.   1  Sewanee 

Real     estate      (Ruther-  Creek  Railroad 5,300.00 

ford  home) 6,000.00  Report    No.    2    Engle- 

Investments  in  stocks..    15,457.50  wood  Reservoir 4,500.00 

Investments  in  bonds.  .      3,000.00  Report     No.     3     Long 

Missouri    Pacific — mar-  Acre  Library 3,200.00 

gin  account 13,000.00  Connecticut    Tramways 

Accounts  receivable 15,361.32  Company 1,950.00" 
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General    expense $9,800.00      Earnings — consulting   .  $2,000.00 

Interest   1,060.00      Report  fees 16,000.00 

Sharp  &  Co.,  brokers. .  11,310.00 

Stocks  and  bonds 4,300.00 

Capital  21,745.94 


$75,305,94  $75,305.94 


Analysis : 


General  Expense — Salaries:  John  Doe,  $6,000;  other  salary, 
$1,800;  rent,  $1,000;  advertising,  $600;  cables  and  telegrams,  $90; 
stationery  and  printing,  $110;    other  expenses,  $200. 

Interest — Debited  with  $1,300,  charged  by  Sharp  &  Co.,  brokers, 
on  margin  account;  reduced  by  dividends  of  $390,  credited  by  Sharp 
&  Co.  on  margin  account.    Balance  on  loans  since  paid. 

Manhattan  Construction  Co. — Represents  consulting  fees  received 
during  the  year  1911,  the  contract  running  from  month  to  month, 
with  no  expense  to  John  Doe. 

Reports  1  to  3  are  completed  and  delivered.  Account  contains 
fees,  less  expenses. 

Connecticut  Tramways  Co. — Represents  $2,000  received  November 
1,  1911,  and  expenses  of  $50;  according  to  terms  of  contract,  John 
Doe  is  to  act  as  consulting  engineer  for  10  months,  and  to  receive 
altogether  $5,000. 

Report  Fees — Fees  received  under  contract  for  report;  $9,000  re- 
ceived on  contracts  on  which  no  work  has  been  done;  balance  is 
earned. 

Stocks  and  Bonds — Are  sold.     Account  represents  balance. 

Additional  Facts — Dividends  on  stocks  received  during  the  year 
amount  to  $1,985,  of  which  $1,000  was  applied  to  the  account  In- 
vestment Stocks  and  $985  was  applied  to  Stocks  and  Bonds  sold. 

Prepare  (a)  a  balance  sheet  at  December  31,  1911,  with  your  cer- 
tificate attached,  (b)  an  income  statement  showing  John  Doe's  true 
earning  power  as  a  civil  engineer,  (c)  the  journal  entries  supporting 
your  adjustments  of  the  books,  if  any. 

5.  The  following  is  the  trial  balance  of  the  Rawdeal  Co.,  June  1, 
1911,  on  which  day  the  directors  of  the  company  resolve  that  the 
secretary  of  the  company  be  authorized  to  call  a  meeting  of  the 
stockholders  to  vote  on  the  immediate  dissolution  of  the  company: 
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Land    $15,000.00 

Buildings     and     realty 

fixtures    40,000.00 

Machinery  and  machine 

tools    35,000.00 

Shop    and    hand    tools 

(in    store) 5,000.00 

Furniture  and  person- 
alty   fixtures 9,700.00 

Raw     materials     and 

freight  thereon 10,350.00 

Accounts  receivable 23,400.00 

Cash  in  bank  and  in 
offices 11,320.00 


Bond  secured  by  mort- 
gage 6% $26,000.00 

mortgage    312.00 

Interest  accrued  on 
bond     secured     by 

Accounts   payable 21,700.00 

Reserve  for  deprecia- 
tion of  building 5,300.00 

Reserve  for  deprecia- 
tion of  machinery. .  .      8,000.00 

Reserve  for  deprecia- 
tion of  furniture  and 
fixtures 5,100.00 

Surplus 23,358.00 

Capital  stock,  author- 
ized, issued  and  out- 
standing     60,000.00 


$149,770.00 


$149,770.00 


The  stockholders'  meeting  was  held  on  July  1,  1911,  and  the  dis- 
solution took  place.  The  company  sold  the  building  and  its  equip- 
ment to  the  mortgagee  for  $34,000  as  of  August  15,  1911.  On  Sep- 
tember 1,  1911,  the  cash  book  showed: 

Debits :  Building  and  realty  fixtures,  $7,454 ;  machinery,  $23,340 ; 
shop  and  hand  tools,  $2,100;  furniture  and  fixtures,  $3,700;  rpw 
materials,  $7,950;    accounts  receivable,  $23,130. 

Credits:     Accounts  payable,  $21,700;    expenses,  $1,530.20. 

Prepare  (a)  the  journal  entries  affecting  the  dissolution  of  the 
company,  (b)  a  statement  of  realization  and  liquidation  that  will 
show  the  per  cent,  received  by  the  stockholders  on  their  holdings. 

6.  On  April  30,  1911,  St.  John  &  Co.  and  Carpel  Bros,  enter  into 
a  joint  venture  agreement.  They  each  contribute  $4,000,  with  which 
they  pay  for  goods  that  are  shipped  on  May  1  to  John  Doe,  of  San 
Francisco.  St.  John  &  Co.  advance  $400  to  defray  freight  and  inci- 
dental expenses.  John  Doe,  the  consignee,  is  allowed  10%  on  the 
cost  of  the  goods,  and  is  to  sell  them  at  whatever  price  he  can  obtain 
for  them. 

On  June  1,  1912,  on  the  strength  of  a  report  sent  by  wire,  Carpel 
Bros,  draw  at  sight  on  John  Doe  for  $4,000  to  the  order  of  Carl 
Peter,  of  New  York.  On  July  1,  1912,  St.  John  &  Co.  receive  from 
the  consignee  a  check  for  $11,200,  all  the  goods  being  sold;    on  the 
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same  day  St.  John  &  Co.  settle  with  Carpel  Bros.  Interest  at  6%  is 
allowed  on  all  the  transactions  affecting  the  partners  in  the  venture. 
Prepare  all  the  ledger  accounts  brought  about  by  the  above,  on 
the  books  of  St.  John  &  Co.,  including  a  joint  venture  account.  (Con- 
struct your  ledger  accounts  in  such  a  manner  that  they  will  explain 
fully  what  took  place,  and  make  a  cross  reference  possible.) 


10.       NEW  YORK  C.  P.  A.  EXAMINATION  OF  JUNE,  1912 

University  of  the  State  of  New  York 

33d  Accountant  Examination 

AUDITING 

Wednesday,  June  S6,  1912 — 1.15  to  4.15  P.  M.  only 

"The  Regents  of  the  University  shall  make  rules  for  the  exam- 
ination of  persons  applying  for  certificates  under  this  act,  and  may 
appoint  a  board  of  three  examiners  for  the  purpose.  *  *  *  *  " 
(Laws  of  1896,  ch,  312,  sec.  2.) 

Answer  10  questions  but  no  more,  selecting  at  least  two  questions 
from  each  group.  Answers  in  excess  of  the  number  required  will  not 
be  considered.  Do  not  repeat  questions  but  write  answers  only,  desig- 
nating by  number  as  in  question  paper.  Check  (v)  the  number  of 
each  one  of  the  questions  you  have  answered.  Each  complete  answer 
will  receive  10  credits.  Papers  entitled  to  75  or  more  credits  will  be 
accepted. 

Group  I. 

1.  If  you  were  sent  to  make  the  first  audit  of  a  concern,  what 
are  the  steps  you  would  take? 

2.  What  condition  of  oflBce  organization,  above  all  others,  leads 
to  fraud  and  defalcation  by  bookkeepers  and  cashiers?  Support  your 
opinion. 

3.  In  making  an  audit  of  a  concern  doing  a  mercantile  business, 
what  would  you  require  to  enable  you  to  certify  to  the  correctness  of 
the  inventory  of  merchandise  that  they  had  prepared? 

4.  What  means  would  you  employ  to  verify  the  usual  cash  re- 
ceipts of  the  average  social  club? 

5.  Give  at  length  your  views  on  the  "ethics"  of  accountancy. 
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Group  II. 

6.  Assuming  that  you  are  a  certified  public  accountant  and  em- 
ployed as  auditor  by  a  corporation,  state  what  you  would  consider  it 
your  duty  to  do  in  order  to  safeguard  your  clients  regarding  the  fire 
insurance  that  they  carry  on  their  stock  of  merchandise. 

7.  A  foreign  agent  of  a  life  insurance  company  sends  monthly 
the  following  data:  a  report  showing  his  receipts  and  disbursements, 
with  dates;  vouchers  supporting  the  disbursements;  list  of  overdue 
premiums;  a  statement  of  his  daily  cash  balances  in  bank,  supported 
by  a  certificate  from  his  bank  as  to  his  closing  balances.  How  would 
you  audit  his  report? 

8.  A  company  has  acquired,  at  $90  per  share,  100  shares  of  its 
own  capital  stock,  of  the  par  value  of  $100  per  share.  Its  balance 
sheet  shows  treasury  stock,  $9,000.  Is  this  correct?  If  so,  why? 
If  not,  state  how  you  would  adjust  the  books? 

9.  Describe  briefly  the  way  you  carried  out  an  audit  which  you 
planned  and  conducted  personally. 

10.  In  auditing  the  books  of  a  corporation  capitalized  at 
$250,000,  you  find  that  three  years  previously  they  acquired  the  busi- 
ness of  a  copartnership,  included  in  which  was  an  asset  called  good- 
will valued  at  that  time  at  $25,000,  since  which  the  same  has  not 
been  written  down.  The  average  profits  of  the  corporation  for  three 
years  have  been  9%  on  the  capitalization.  How  would  you  treat  the 
item  goodwill?     Give  reasons. 

Group  III. 

11.  What  steps  would  you  take  to  audit  the  Notes  Eeceivable 
Purchased  and  the  Notes  Eeceivable  on  Commission  held  by  a  com- 
mercial paper  house  to  satisfy  yourself  that  there  had  been  no  fraud 
by  substitution? 

12.  The  cashier  of  a  concern  is  at  the  same  time  its  bookkeeper. 
During  his  absence  on  vacation  slight  irregularities  are  discovered, 
and  you  are  engaged  to  audit  his  books.  He  returns  on  the  day  you 
begin  your  audit  and  admits  a  defalcation  of  $5,000.  Knowing  that 
his  receipts  were  supposed  to  be  deposited  daily  in  the  bank,  state 
the  steps  you  would  take  to  ascertain  the  truth  of  his  admission. 

13.  The  result  of  your  count  of  the  "cash  on  hand"  at  a  large 
agency  on  January  1,  1912,  discloses: 

Bills $1,979.00 

Coin  484.19 
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Cash  items  supported  by  properly  signed  vouchers: 

Jan.  14,1908.     Sub-agent  Jones $200.00 

July  20, 1909.     Sub-agent    Thomas 140.00 

Aug.  20, 1909.     Sub-agent    Vincent 75.00 

Sept.  30, 1910.     Sub-agent    Nelson 230.00        645.00 


Cash  balance  as  per  general  ledger $3,108.19 

Does  this  complete  your  duty  as  an  auditor?  If  you  consider  that 
further  steps  are  necessary,  state  what  you  would  do.     • 

14.  What  instructions  would  you  give  to  a  junior  accountant  to 
whom  you  had  entrusted  the  audit  of  the  account  Investment  in  bonds 
and  mortgages  appearing  on  the  books  of  a  trust  company! 

15.  You  find  that  a  concern  whose  books  you  are  auditing  has 
capitalized  the  amount  of  royalties  that  it  would  have  had  to  pay  on 
the  sales  of  a  three  years'  period  if  it  had  not  owned  the  patents. 
On  the  increase  of  surplus  thus  obtained  the  directors  have  declared 
a  stock  dividend.  Would  you  consider  yourself  called  on  to  criticize 
the  action  of  the  directors?  If  so,  state  what  would  be  the  character 
of  your  criticism. 
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Account:  Accounts  Payable,  35; 
Accounts  Eeceivable,  31,  32; 
Accrued,  167,  169,  172,  177, 
178;  Administration,  177, 
178;  Amortization,  204;  Bad 
Debts,  193,  222;  Building,  22; 
Bonds  Payable,  133;  Bond 
Premium,  204;  Capital,  22,  91; 
Capital  Stock,  125;  Cash,  1, 
2;  Collection  and  Exchange, 
44;  Common  Capital  Stock, 
131;  Contribution,  125;  Con- 
trolling, 332 ;  Creditors ' 
Ledger  Controlling,  35;  Cus- 
tomers '  Ledger  Controlling, 
32;  Debtors'  Ledger  Con- 
trolling, 32;  Deficiency,  ch. 
XI,  258,  266,  270,  274; 
Depreciation,  195 ;  Direct 
Wages,  314;  Discount  Earned 
202;  Discount  Lost,  203;  Dis 
count  on  Bonds,  134;  Dis- 
count on  Notes,  30;  Discount 
on  Purchases,  33,  35,  178; 
Discount  on  Sales,  33;  Dis- 
count on  Stock,  132;  Divi- 
dends Payable,  136,  190;  Do- 
nation, 125;  Doubtful  Debts, 
193;  Drawing,  90;  Expense 
2;  General  Depreciation,  186; 
General  Ledger,  32,  56-59; 
Goodwill,  142;  Horses  and 
wagons,  22;  Income  and  Ex- 
penditure, 238,  245;  Income 
and    Expenses,    245;     Interest 


Accrued,  202-203 ;  Interest 
Earned,  203;  Interest  on  In- 
vestments, 201,  204;  Interest 
on  Mortgage,  200;  Invest- 
ments, 201;  Ledger,  of  part- 
ners, 95;  Loss  on  Invest- 
ments, 201;  Machinery  De- 
preciation, 185,  186;  Manu- 
facturing, 186,  219;  Manu- 
facturing, charges  to,  189 ; 
Merchandise,  1,  2,  23,  25,  26; 
Merchandise  (Inventory),  24^ 
25,  26;  Mixed,  23;  Nominal 
21,  22,  23,  24;  Notes  Ee- 
ceivable, 29,  30;  Notes  Ee- 
ceivable Discounted,  30;  Or- 
ganization Expenses,  134 ; 
Patent,  130;  Petty  Cash,  333; 
Preferred  Capital  Stock,  131; 
Prepaid  Salesmen 's  Salaries, 
177;  Profit  and  Loss,  178; 
Profit  and  Loss  of  Trustee, 
283;  Profit  on  Investments, 
201;  Proprietor's,  3;  Pur- 
chase Ledger  Controlling,  35; 
Purchases,  24,  25,  27;  Eeal 
Estate,  22,  200;  Eeal  Estate 
Mortgage  Payable,  130,  200; 
E.  E.  Eepairs,  200;  E.  E. 
Taxes,  200;  Eealization  and 
Liquidation,  278-281,  285;  Ee- 
ceipts  and  Disbursements, 
246;  Eeceipts  and  Payments, 
245 ;  Eeconciliation,  325 ; 
Eent,    200;    Eepairs,    22;    Ea- 
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port  form,  175;  Reserve,  189, 
191;  Reserve  for  Bad  Debts, 
193;  Reserve  for  Deprecia- 
tion, 195;  Reserve  for  Plant 
Additions,  190;  Reserve  Fund, 
191,  197;  Reserve  Fund  In- 
vestment, 197;  Return  Pur-- 
chases,  25;  Return  Sales,  25; 
Revenue,  238,  245;  Sales,  24, 
25,  27;  Sales  Ledger  Con- 
trolling, 32 ;  Self-descriptive, 
29;  Sinking  Fund  Cash,  198; 
Stable  Expense,  22;  Stock 
Bonus,  135;  Subscriptions  to 
Common  Capital  Stock,  131; 
Subscriptions  to  Preferred 
Capital  Stock,  131;  Subscrip- 
tions to  Treasury  Stock, 
127;  Summary,  178;  Sum- 
mary Cash,  246,  280,  285; 
Summary  Cash  of  Trustee, 
278;  Surplus,  136  f.n.; 
Suspense,  126 ;  Technical 
form,  175;  Trading,  177; 
Trading  and  Profit  and  Loss, 
178,  179,  219;  Traveling  Ex- 
pense, 90;  Treasury  Stock, 
126-8 ;  Unconsumed  Adver- 
tising, 177;  Underwriting  Ex- 
penses, 134;  Unexpired  Fac- 
tory Insurance,  221;  Unpaid 
Dividends,  138 ;  Unsubscribed 
Common  Capital  Stock,  131; 
Unsubscribed  Stock,  129 ; 
versus  Statement,  175,  222; 
Wages,  314;  Working  Cap- 
ital, 125;  Working  Capital  Re- 
serve, 126;  Working  Capital 
Suspense,  126. 

Accountancy,      19;      of      invest- 
ment, 205. 

Accountancy  of  Investment.  203. 


Accountancy  Problems,  159,  237, 
257,  276,  356. 

Accountant,  the,  19;  certified 
public,  19;  consulting,  20; 
cost,  20,  316;  public,  19; 
versus  bookkeeper,   19. 

Accountants'    Guide,   276. 

Accountants'  ideal,  19. 

Accountants  versus  engineers, 
291. 

Accounting,  ch,  II,  19-41;  ap- 
plications to  bookkeeping,  ch. 
Ill,  42-66;  Cost  System,  319; 
for  corporations,  ch.  VI,  115- 
159;  for  estates,  287;  for 
partnerships,  ch.  V,  86-114; 
for  simple  investments,  199; 
for  trustees,  278;  forms  35; 
versus  advanced  bookkeeping, 
42;  versus  bookkeeping,  42. 

Accounting  and  BanTcing,  85, 
114,  208,  257,  276. 

Accounting  and  Business  Prac- 
tice, 85. 

Accounting  in  Theory  and  Prac- 
tice, 85,  114,  208,  237,  257, 
276 

Accounting  Practice,  237,  321, 
356. 

Accounting  Theory  and  Prac- 
tice, 85,  114,  159,  208,  237, 
276. 

Accounts,  classification  of,  20; 
Controlling,  31,  46;  control- 
ling, posting  to,  35;  contem- 
poraneous cost,  304;  Cost, 
ch.  XIII,  XIV,  291-321;  cost, 
post  mortem,  319;  cost  (sev- 
eral units),  305;  Cost  (sin- 
gle commodity),  304;  Imper- 
sonal, 21;  Ledger,  3;  Manu- 
facturing,     304-306;      Mining, 
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300,  301;  multiplication  o±, 
28-29,-  of  business,  20;  of 
finance,  20;  of  non-trading 
concerns,  eh.  X,  238-257;  of 
partnerships,  audited,  336 ; 
Payable  Account,,  35;  Per- 
sonal, 3,  21,  90;  Purchase 
Ledger,  61;  Eeal,  21-24;  Ke- 
ceivable  Account,  31,  32;  Ee- 
ceivable  Ledger,  32;  valuation, 
185. 

Accounts  receivable,  sundry,  50. 

Accounts  of  Executors  and 
Trustees,  276. 

Accounts,  Their  Construction 
and   Interpretation,   84. 

Accrued  Accounts,  167,  169,  172, 
177,  178. 

Accumulation,   204. 

A.dministration  Account,  177, 
178;    Section,    171,    214. 

Adjustment  entries,  221. 

Adjustments,  auditing,  330;  of 
auditor   in   Journal,   344. 

Admission    of   a    partner,   105. 

Affairs,  Statement  of,  eh.  XI, 
258-276. 

Agreement,  partnership,  86. 

Amalgamations  (see  Consolida- 
tions). 

American  Accountants'  Manual, 
276. 

American  Business  Law,  114, 
159. 

American  Congress  of  Account- 
ants, 225. 

American  Corporations,  159. 

Amortization,  204 ;  Account, 
204. 

Appropriation  Section,  215. 

Arrangement  of  Profit  and  Loss 
Statement,  170. 


Articles  of  copartnership,  87. 

Assets:  current,  164;  deferred, 
133-135,  165;  fixed,  165;  im- 
mediate, 164;  liquid,  164; 
passive,  165;  permanent,  165; 
quick,   164;   trade,  165. 

Assets  and  Liabilities,  State- 
ment of,  7,  160. 

Audit,  completed,  336;  continu- 
ous, 336;  detailed,  336-351;  of 
Cash,  338;  of  General  Ledger, 
340;  of  Pay  Eoll  Book,  342; 
of  Purchase  Book,  341;  of 
Sales  Book  341;  ordinary, 
322. 

Auditing,  ch.  XV,  322-356;  ad- 
justments, 330;  (errors),  323- 
327;  exhibits,  350. 

Auditing    (Dicksee's),  299. 

Auditing — Theory  and  Practice, 
356. 

Auditor  versus  bookkeeper,   322. 

Auditor's  adjustments  in  Jour- 
nal, 344;  certificate,  331; 
recommendations,  350 ;  re- 
port, 328,  331,  348;  report 
(for  vendee),  334;  State- 
ments, 331. 

Auxiliary  Book,  124,  155. 

Bad  Debts,  216,  217;  Account, 
193,  222;  Eeserve  for,  217; 
Schedules,  221;  versus  Ee- 
serve for  Bad  Debts,  194. 

Balances,  meaning  of,  170. 

Balance  Sheet,  19,  22;  ch.  VII, 
160-170;  arrangement  of,  162, 
168-170,  ch.  IX,  217-218;  com- 
parative, 231;  function  of, 
166;  of  trustee,  282;  sectional- 
izing,  217;  versus  Statement 
of  Assets  and  Liabilities,  161. 
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Bankruptcy,  258,  260. 

Bentley,  H.  C,  159,  170. 

Bills    (see  Notes). 

Bond  Interest,  134,  204, 

Bond  Premium  Account,   204. 

Bonds,  133;  above  par,  204;  be- 
low par,  205;  Payable  Ac- 
count, 133. 

Bonus,  135. 

Bookkeeper,  expert,  19;  versus 
auditor,  322. 

Bookkeeping,  eh.  I,  1-18;  ad- 
vanced, ch.  Ill,  42-66;  47, 
48;  advanced  versus  account- 
ing, 42;  definition  of,  17; 
Double  Entry,  2;  Double  En- 
try, principle  of,  3;  rules,  2, 
4;  Single  Entry,  ch.  IV, 
67-85;  versus  accounting,  19, 
20,  21. 

BooTckeeping  and  Accountancy, 
321. 

Books,  auxiliary,  124;  Divi- 
dend, 137;  final  entry,  9; 
Installment,  119,  124;  In- 
stallment Scrip,  119;  Invoice, 
35;  Minute,  119;  original 
entry,  9;  Pay  Eoll,  313; 
Stock  Certificate,  119,  120; 
Subscription,  119 ;  subse- 
quent entry,  9. 

Books,  closing  the,  175-176; 
loose  leaf,  307. 

Breaker  and  Chapman,  276. 

Building  Account,  22. 

Bunnell,  S.   H.,  321. 

Burden,   factory,  295. 

Burdick,  F.  M.,  114,  159. 

Business  and  Education,  41. 

Business  condition,  7;  doctor, 
20;   progress,  6. 


Business     Education     and     Ac- 
countancy, 41. 
"By,"  267. 

Cannon,  James  G.,  166. 

Capital  Account,  22;  stock,  121, 
122,  123;  Stock  Account,  125; 
Surplus,  254;  versus  capital 
stock,  118;  versus  revenue,  21, 
244;  versus  revenue  (in  aud- 
iting),  323;   working,   125. 

Card  Ledgers,   79. 

Cards,  time,  313. 

Cash,  1,  2;  Account,  Summary, 
242,  280,  285;  Account,  Sum- 
mary of  Trustee,  281; 
(audit),  338;  Book  13,  51-53; 
Book,  expense  columns  in  the, 
43;  Book,  posting  from,  14; 
Book,  single  entry,  69;  fraud, 
324;  Journal,  13;  Petty,  Ac- 
count of,  333. 

Certificate,  of  auditor,  331;  of 
incorporation,  115-117;  of  in- 
corporation, outline  of,  116» 
117. 

Certified  public  accountant,  19. 

Changing  to  corporations,  138. 

Charges,  deferred,  165;  to  Man- 
ufacturing Account,  189. 

Charter    (corporation),    115. 

Charts,   317. 

Checking,  167;  auditing,  324, 
325-7,  339. 

Checks,  internal,  324;  vouchers, 
339. 

Circulating,  166. 

Classification  of  accounts,  20; 
value  of,  21. 

Club  accounting,  238. 

Closing  the  books,  16,  161,  175- 
6;  results  of,  178. 
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Closing  entries  for  corpora- 
tions, 135;  for  partnerships, 
93. 

Cole,  W.  M.,  84. 

Collection  and  Exchange  Ac- 
count, 44. 

Columns,  extra,  in  books  of 
original  entry,  31. 

Commercial  Law,  114,   159. 

Common  Capital  Stock  Account, 
131. 

Common   Stock,   118. 

Comparative  Profit  and  Loss 
Statement,  232 ;  Statements, 
228. 

Condition  of  the  business,  7. 

Consolidations,   145-154. 

Construction,   300. 

Consulting  accountant,  20. 

Contingent  liability,   29. 

Contribution   Account,    125. 

Controlling  Accounts,  31,  46, 
332;   posting  to,  35. 

Copartnership,    articles   of,   87. 

Corporation  accounting,  ch.  VI, 
115-159. 

Corporation  Accounting  and 
Corporation  Law.   159. 

Corporation   books,    119,    121. 

Corporation  closing  entries,  135; 
upon  change,   139,   142-143. 

Corporation  Finance  and  Ac- 
counting, 159. 

Corporation,  opening  entries, 
121-132,   140-141,   143-144. 

Corporations,  changing  to,  138- 
145;  "close,"  128;  division 
of  profits,  135;  versus  part- 
nership, 154;  formation  of, 
115-117. 

Cost  accountant,  20,  316;  ac- 
counting,    321;     accounts,    ch. 


XIII,  XIV,  291-321;  Ac- 
counts, contemporaneous,  304 ; 
Accounts,  post  mortem,  304, 
319;  Accounts,  Purchases,  308; 
Accounts,  Requisitions,  310; 
Accounts,  Several  Units,  305; 
Accounts,  Single  Commodity, 
304;  elements,  295;  factory 
system,  319;  Ledger,  311; 
manufacturing,  295 ;  mining, 
301;  percentage,  295;  prime, 
211,  292,  295;  selling,  295; 
Statement,  297;  statistics,  293, 
302 ;  summary,  306 ;  .  system, 
306;  total,  295;  trading,  295; 
unit,  293. 

Cost  Keeping  for  Manufactur- 
ing Plants,  321. 

C.  P.  A.,  19. 

Creditors,  dividends  to  (in 
bankruptcy),  261;  Ledger 
Controlling  Account,  35;  pre- 
ferred,  261-263. 

Cumulative  dividends,  119;  pre- 
ferred stock,  119. 

Current  assets,  163;  liabilities, 
163. 

Customers'  Ledger,  32;  Ledger 
Controlling  Account,  32;  sun- 
dry, 50. 

Day-Book,  9 ;  -Journal,  10. 

Day,  C.  M.,  237,  321,  356. 

Debt,  funded,  198. 

Debtors,  sundry,  50. 

Debtors'     Ledger,     32;     Ledger 

Controlling  Account,  32. 
Debts,   bad,   216,   217. 
Deferred    assets,    133-135,     165; 

charges,    165;    liabilities,   165. 
Definitions:   Balance  Sheet,  161; 

Bookkeeping,     17;      Bookkeep- 
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ing,  Single  Entry,  68;  Cap- 
ital Stock,  118;  Capital  Sur- 
plus, 254;  Deficit,  Revenue, 
254;  Posting,  9;  Prime  cost, 
295;  Revenue  Deficit,  254; 
Revenue  Surplus,  254;  Single 
Entry  Bookkeeping,  68 ; 
Stock,  118;  Subscriptions, 
118;  Surplus  Capital,  254; 
Surplus  Revenue,  254;  Trial 
Balance,  6;  Turnover,  173, 
181   (also  see  specific  topic). 

Deficiency  Account,  ch.  XI,  258- 
276. 

Deficit,  revenue,  254. 

Depreciation,  ch.  VIII,  184-189, 
216;  Account,  195;  formulae, 
187-188;  illustrated,  184; 
mathematics  of,  186;  reserve 
for,  195;  table  of,  188;  versus 
reserve    for    depreciation,    195. 

Devices,  cheeking,  167;  loose- 
leaf,  80. 

Dickinson,  A.   Lowes,  225. 

Dicksee, 'L.  R.,  207. 

Dicksee's  Auditing,  299. 

Direct  Wages  Account,  314. 

Directors,   118. 

Disbursements  versus  expenses, 
241. 

Discount  Earned  Account,  202; 
Lost  Account,  203;  on  Bonds 
Account,  134;  on  Notes  Ac- 
count, 30;  on  Purchases  Ac- 
count, 33,  35;  on  pur- 
chases, how  treated,  174;  on 
Sales  Account,  33;  on  sales, 
how  treated,  173;  on  Stock 
Account,  132, 

Dissolution  of  partnership,  99. 

Dividend,  declaring  a,  136; 
Book,  137. 


Dividends,  118,  136-137;  Pay 
able  Account,  136,  190. 

Doctor,  business,  20. 

Donation  Account,  125. 

Double  Entry,  2,  3;  changing 
from  Single  Entry,  72-73; 
compared  with  single  entry, 
81-82;  versus  Single  Entry, 
ch.  IV,  67-85. 

Doubtful  Debts  Account,  193. 

Drawing  Account,  90. 

EflScieney  engineers,  20. 

Elements,  cost,  295. 

Elements  of  Business  Law,  114, 
159. 

Engineers,  efficiency,  20. 

Engineers  versus  Accountants, 
291. 

English  forms,  263,  274. 

Entries,  adjustment,  221;  clos- 
ing, corporations,  135;  closing 
for  partnerships,  93;  Journal, 
closing,  176;  opening,  for  cor- 
poration, 121;  opening,  for 
partnerships,  91 ;  original, 
how  shown,  30  f.n.;  "skele- 
ton," 186. 

Errors,   auditing,   323-327. 

Essentials  of  Business  Law,  159. 

Estate  accounting,  287. 

Exhibits,  auditing,   350. 

Expense,  2;  columns  in  the 
Cash  Book,  43;  factory,  295; 
loss,    16;    manufacturing,    295. 

Expenses  versus  disbursements, 
241. 

Extra  columns,  44. 

Factory  Accounts,  321. 
Factory  burden,  295. 
Factory  Costs,  321. 
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Factory  cost  system,  319. 

Factory  expense,  295. 

Factory  Organisation  and  Costs, 
321. 

Factory  overhead,  211,  295; 
pay  roll,  313. 

Fees,  receiver's,  285;  trustee's, 
285. 

Fells,  J.  M.,  321. 

Financial  Statement  (see  Bal- 
ance  Sheet). 

Finished  Goods,  210,  211,  213. 

Fire  Inventory,  327. 

Fixed  assets,  165;  liabilities, 
165;  percentage  on  cost, 
method  of  depreciation,  186; 
percentage  on  declining  cost, 
method  of  depreciation,  187. 

Forms:  Accounting,  35;  Adminis- 
tration Account,  179,  180;  Ad- 
ministrative Account,  223, 
224;  Affairs,  Statement  of, 
259,  262,  265,  272;  Appro- 
priation Account,  223,  225; 
Auditor's  Report,  335,  348; 
Balance  Sheet,  138,  145,  146, 
153,  162,  163,  169,  189,  190, 
191,  192,  198,  199,  218,  228, 
229,  248,  253,  336;  Balance 
Sheet,  Comparative,  231 ; 
Cash  Book,  14,  43,  44,  45,  51, 
52;  Cash  Book  of  Hospital, 
247;  Comparative  Balance 
Sheet,  231;  Comparative 
Statement  of  Costs,  233;  Co- 
partnership Agreement,  87; 
Cost  Accounts,  294,  298; 
Costs,  Comparative  state- 
ment of,  233;  Cost  Ledger 
(Summary  of),  315;  Cost  of 
goods  sold,  24;  Cost  Sheet, 
312;  Cost  Summary,  306;  De- 


ficiency Account,  267,  268, 
269;  General  Ledger  Ac- 
counts, 56-59;  Income  and 
Expenditure  Account,  239, 
241;  Income  and  Expenses, 
statement  of,  240,  251;  In- 
come and  Profit  and  Loss 
Statement,  225;  Joint  Ven- 
ture, 108;  Journal,  8,  11,  54, 
55,  91;  Journal  (auditor's 
adjustments),  344;  Journal, 
closing  entries,  176-178,  219; 
Journal,  columnar,  222;  Jour- 
nal, corporation,  123,.  140-144, 
147-153;  Journal  (Single  En- 
try), 68,  74,  76;  Ledger,  3;  ^ 
Ledger  Accounts :  partners, 
95;  Warehouse,  185;  Ware- 
house Depreciation,  185 ; 
Manufacturing  Account,  223- 
224;  Merchandise  Account,  23, 
26;  Merchandise  Inventory  Ac- 
count, 26;  Proceeds  of  goods 
sold,  24;  Profit  and  Loss  Ac- 
count, 179,  180,  223,  224; 
Profit  and  Loss  and  Income 
Statement,  225,  298,  301; 
Profit  and  Loss  and  Trading 
Statement,  212,  228,  229; 
Profit  on  Merchandise,  16; 
Purchases  Account,  27;  Pur- 
chase Book,  48;  Realization 
and  Liquidation  Account,  279, 
281,  285;  Receipts  and  Dis- 
bursements, Statement  of,  242, 
244-245,  252 ;  Reconciliation 
Account,  325 ;  Requisition, 
310;  Sales  Account,  27; 
Sales  Book,  12,  49;  Sales 
Ledger  Accounts,  60-61 ; 
Schedule  of  Creditors'  Bal- 
ances,   63;    Schedule    of   Cus- 
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tomers'  Balances,  62;  Single 
Entry  Summary  of  All  Ledger 
Accounts,  71;  Statement  of 
Affairs,  259,  262,  265,  272; 
Statement  of  Assets  and  Lia- 
bilities, Single  Entry,  74; 
Statement  of  Condition,  7; 
Statement  of  Income  and  Ex- 
penses, 240,  251;  Statement  of 
Profit  and  Loss,  6;  Statement, 
Profit  and  Loss  and  Income, 
225;  Statement  of  Eeceipts 
and  Disbursements,  242,  244- 
245,  252;  Stock  Ledger,  120; 
Stores  Record,  309;  Sum- 
mary Accounts,  178-179 ; 
Summary  Cash  Account,  280, 
285;  Summary  Cash  Account 
of  Trustee,  281;  Trading  Ac- 
count, 178,  179,  223,  224; 
Trading  and  Profit  and  Loss 
Account,  223;  Trading  and 
Profit  and  Loss  Statement,  172, 
212;  Trial  Balance,  4,  5,  62, 
167,  210,  300;  Trustees'  Bal- 
ance Sheet,  282;  Trustee's 
Profit  and  Loss  Account,  283; 
Working  Sheet,  328,  329,  343, 
347. 

Forms :  Account :  Administra- 
tion, 179,  180;  Administra- 
tive, 223,  224;  Appropria- 
tion, 223,  225;  Deficiency, 
267,  268,  269;  Income  and 
Expenditure,  239,  241;  Manu- 
facturing, 223,  224;  Profit 
and  Loss,  223,  224;  Summary, 
178,  179;  Trading,  178,  179, 
223,  224;  Trading  and  Profit 
and  Loss,  223. 

Fraud,  324;  in  cash,  324;  in  mer- 
chandise,   326. 


Freight    inward,    173,    210,    219; 

outward,  210,  213,  220,  223. 
Function     of     Profit     and     Loss 

Statement,  170-171. 

Gano,  D.  C,  114,  159. 

Garcke,  E.,  321. 

General     Depreciation     Aecourit, 

186. 
General  Ledger,  32,  33,  56-59. 
General  Ledger  Account,  32,  56- 

59,  308. 
Goods  in  process,  210,  211,  212. 
Goodwill,  102-105,  142,  145,  146- 

153. 
Goodwill  Account,  142. 
Gottsberger,  F.,  276. 
Graphs,  36-38,  317. 
Greendlinger,    L.,    85,    114,    159, 

208,  237,  257,  276,  356. 
Gross  income,  301. 

Hardcastle,  Joseph,  276. 

Haskins,  C.  W.,  41. 

Hatfield,    H.    R.,    114,    129,    159, 

166,   188   f.  n.,   208,   237,   276, 

32L 
Horses  and  Wagons  Account,  22. 
Hospitals,  238,  246-7. 
Hospital  Cash  Book,  247. 
Huffcut,  E.  W.,  114,  159. 

Ideal  of  accountant,  19. 

Impersonal   Accounts,   21,    73. 

Imprest  System  (Petty  Cash), 
333. 

Income  {see  revenue),  225-8, 
239. 

Income  and  Expenditure,  238; 
Account,  238,  245 ;  State- 
ment, 242 ;  versus  Profit  and 
Loss,  255;  versus  Receipts 
and  Disbursements,  243. 
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Income  and  Expenses  Account, 
245;  Statement,  242,  251. 

Income  and  Profit  and  Loss 
Statement,   225,  298,  301. 

Income,  gross,  301;  net,  301; 
Statement  versus  Profit  and 
Loss  Statement,  227;  versus 
receipts,  239. 
♦Incorporation,  certificate  of, 
115-116. 

Insolvency,  284. 

Installment  (stock),  123-124; 
Book,  119,  124;  Scrip  Book, 
119. 

Interest  Account,  15;  Accrued 
Account,  202;  bearing  notes, 
201;  calculation,  98-98;  bond, 
134,  204;  on  Investments  Ac- 
count, 201;  on  Mortgage  Ac- 
count, 200;   Partner's,  97. 

Internal  checks,  324. 

Inventories,    15;    expense,   165. 

Inventory,  burglary  insurance, 
327;  fire,  327;  re-established 
327;    Sheet,  308. 

Investment  Accounting,  ch. 
VIII,  199-205;  bonds,  201, 
204;  notes,  201-203;  real  es- 
tate, 200;  stock,  201. 
Investments  Account,  201;  In- 
terest on,  96. 
Invoice  Book,  35;  Stamp,  351. 

Joint  Ventures,  107-108. 

Journal,  7,  8,  30  f.n.,  35,  54, 
55;  entries,  closing,  176-178; 
219-221;  posting  from,  13; 
Single  Entry,  68  {see  also  spe- 
cific topics). 

Journal,  The,  of  Accountancy, 
41,  170,  192. 


Journalizing,  8;  general  rule  for, 
14-15. 


Labeling  items,  211. 

Labor,  productive,  292,  313;  un- 
productive, 313. 

Ledger,  Accounts  Eeceivable, 
32;  Cost,  311;  Customers', 
32;  Debtors',  32;  General,  32; 
General,  audit,  340;  Sales,. 
32,  60-61;  special,  32;  Stock 
or  Stockholders',  119;  sub- 
sidiary, 32. 

Ledgers,   Card,   79. 

Liabilities,  current,  165;  de- 
ferred, 165;  fixed,  165;  im- 
mediate, 165;  liquid,  165; 
quick,   165, 

Liability,   contingent,   29. 

Liquidation  and  Realization,  ch. 
XII,  277-290;  Account,  279, 
280,  285. 

Liquidating    committee,    148    f.n. 

Lisle,  G.,  114,  208„  237,  257, 
276. 

Loose-leaf  books,  307;  devices, 
80. 

Loss  and  Gain  Account,  17;  se« 
also  Profit  and  Loss. 

Loss  on  Investments  Account, 
20  L 

Machinery  Depreciation  Ac- 
count, 185,  186. 

Manufacturing  Account,  186, 
304-305,  306;  charges  to,  189; 
cost,  295;  expense,  295;  over- 
head,   314;    Section,    212,   215. 

Materials   Record,    310. 

Mead,   E.   S.,    159. 

Medical  Society,  249. 
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Merchandise,      1,     2,     24,     26; 

(Inventory)    Account,    24,    25, 

26;   Account,  criticism  of,  23; 

Account,      Reconstruction      of 

the,  25;    fraud,  326. 
Mining,    299-303;    cost    of,    301; 

overhead,   301;    statistics,  302. 
Minute   Book,   119. 
Mixed  Account,  23. 
Modern    Accounting,    114,     129, 

159,  188  f.n.,  208,  276,  321. 
Modern     Illustrative     BooJckeep- 

ing,  85. 
Montgomery,  E.  H.,  299,  356. 
Moore  and  Miner,  85. 
Municipalities,  238. 

Neal  and  Cragin,  85. 

Net  income,  301;  profit,  6,  174, 
298. 

New  York  University  School  of 
Commerce,  Accounts  and  Fi- 
nance,  23. 

Nixon  and  Stagg,  85,  114,  208, 
257,  276. 

Nicholson,  J.  L.,  321. 

Nominal  Accounts,  21-24. 

Non- Trading  Accounts,  ch.  X, 
238-257. 

Notes,  10-12 ;  interest-bearing, 
201;  Payable,  11,  15;  Receiv- 
able, 10,  30;  Receivable  Dis- 
counted Account,  30-31,  167- 
168. 

Opening  entries  for  corpora- 
tions, 121-132,  140-141,  143-144, 
151-153;  for  partnerships,  91- 
93,   105-107. 

Organization  and  systematiza- 
tion,  351-353;  Expenses  Ac- 
count, 134;  social,  238. 


Original  entries,  how  shown, 
30   f.n.;    entry,   10. 

Overhead,  295;  factory,  211,  295; 
how  distributed,  314-317;  man- 
ufacturing,  314;    mining,   301. 

Partner,  admission  of  a,  105-107. 

Partnership  accounting,  ch.  V, 
86-114;  accounts  (audited), 
336;  agreement,  86;  closing 
entries  of,  92;  dissolution  of, 
99;  investments,  96-98;  note 
investment,  201;  opening  en- 
tries, 91;  routine  entries,  89; 
versus  corporation,  154. 

Partner's  guarantee,  92;  Ledger 
Accounts,  95;  liability,  155. 

Pass  Book,  bank,  337. 

Passive  assets,  165. 

Patent  Account,  130. 

Pay  Roll  Book,  313;  (audit), 
342;   factory,  313. 

Pennsylvania   Railroad   Co.,   137. 

Percentage  basis  (in  cost  ac- 
counts),  299. 

Permanent  assets,  165. 

Personal  accounts,  3,   21,  90. 

Petty  Cash  Account,  332-333; 
Imprest,  333. 

Philosophy  of  Accounts,  23. 

Posting,  9,  12,  13;  Proof  of,  70; 
to  controlling  accounts,  35. 

Practical  Auditing,   356. 

Practical  Manual  for  Auditors, 
356. 

Preferred  Capital  Stock  Ac- 
count, 131;   creditors,  261-263. 

Premiums,  204. 

Prepaid  Salesmen's  Salaries  Ac- 
count, 177. 

Prepayments,  33. 
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Prime  cost,  211-212,  215,  226, 
292,    295. 

Principle  of  Double  Entry 
Bookkeeping,  3. 

Problems,        solved :  Affairs, 

Statement  of,  269-274;  audit- 
ing, 334-336;  auditing  (de 
tailed  audit),  336-351;  Balance 
Sheet,  prepared,  166-167;  bond 
investment,  204;  Comparative 
Statements,  228-233;  consolida- 
tions, 145-154;  corporations, 
changing  to,  138-145;  Cost 
Accounts,  294,  300,  306;  Cost 
Accounts,  Bicycle  Problem, 
292-295;  cost  system,  306-317; 
discounting  of  notes,  201; 
Double  Entry  changed  from 
Single  Entry,  72-78;  graphs, 
38;  mining  accounts,  300-303; 
medical  society,  249;  note  in- 
vestments, 201;  Profit  and 
Loss  Account,  175-180;  219- 
225;  Profit  and  Loss  and  In- 
come Statement,  225-228; 
Profit  and  Loss  Statement, 
170-174;  real  estate  invest- 
ment, 200;  Eealization  and 
Liquidation,  277-287;  Single 
Entry  changed  to  Double  En- 
try, 72-78;  Statement  of  Af- 
fairs, 269-274;  Statement, 
Trading  and  Profit  and  Loss 
209-217 ;  stock  investment,  201 ; 
Trading  and  Profit  and  Loss 
Statement,  209-217. 

Productive  labor,   292. 

Profit  and  Loss  Account,  17, 
175-180;  and  Income  State- 
ment, 225-228;  and  Trading 
Account,  178-179,  219;  of 
Trustee,  283;  Section,  171-174, 


214;  Statement,  6,  19,  170; 
Statement,  arrangement  of, 
170,  215;  Statement,  compara- 
tive, 232;  Statement  versus  In- 
come Statement,  227;  "written 
off"   to,   194. 

Profit,  distribution  in  a  corpora- 
tion, 189;  in  a  partnership, 
93-96;  net,  6,  174,  298;  on  in- 
vestments account,  201;  undi- 
vided, 174. 

Progress  of  the  business,  6. 

Proof  of  Posting,  70-71;  Single 
Entry,   71. 

Proprietor,  3. 

Public  accountant,  19. 

Purchase  Book,  13,  48;  audit, 
341. 

Purchase  Ledger  Accounts,  61- 
62;  Ledger  Controlling  Ac- 
count, 35. 

Purchases  Account,  24,  25; 
cost  accounts,  308;  discount 
on,  how  treated,  174;  returned, 
see  Keturned  Purchases. 

Eahill,  J.  J.,  159. 

Raw  Materials,  210-212. 

Eeal  Accounts,  21-24. 

Eeal  Estate  Account,  22,  200; 
investment,  200 ;  Mortgage 
Payable  Account,  130,  200; 
Eepairs  Account,  200;  Taxes 
Account,  200. 

Eealization  and  Liquidation,  ch. 
XII,  277-290. 

Eecapitulation  Statement,  333. 

Eeceipts  and  Disbursements  Ac- 
count, 246;  Statement  of, 
238,  244,  252. 
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Receipts  and  Payments  Account, 
245;  Statement  of,  238,  242, 
245. 

Receipts  versus  income    239. 

Receiver's  fees,  285. 

Recommendations,  auditor's,  350. 

Reconciliation  Account,  325. 

Record,  Stores,  308. 

Red  ink,  use  of,  43,  45. 

Renn,   George   B.,    356. 

Rent   Account,  200. 

Repairs  Account,  22. 

Report  of  auditor,  328,  331, 
334,  348,  354. 

Requisitions,   cost   accounts,   310. 

Reserve,  ch.  VIII,  189-198;  Ac- 
count, 189,  191;  Account 
versus  Reserve  Fund  Account, 
191;  for  bad  debts,  217;  for 
Bad  Debts  Account,  193,  194; 
for  bad  debts  versus  bad 
debts,  194;  for  depreciation, 
195;  for  Depreciation  Ac- 
count, 195;  for  depreciation 
versus  depreciation,  195;  for 
Plant  Additions  Account,  190. 

Reserve  fund,  191,  197;  Account, 
191,  197;  Account  versus  Re- 
serve Account,  191;  Invest 
ments  Account,  197. 

Reserves,  192;  secret,  324; 
versus  surplus,  192,   196. 

Resources  and  Liabilities,  State- 
ment of,  160. 

Returned  Purchases  Account,  25, 
167,    172,    176,   219,   226. 

Returned  Sales  Account,  25,  167, 
172,   177,  220,   225. 

Revenue  Account,  238,  245; 
deficit,  254;  surplus,  254; 
Statement,    238;     versus    cap- 


ital, 21,  244;  versus  capital, 
in   auditing,   323. 

Rowe,  H.   M.,  321. 

Royalties,    300. 

Rules:  Bookkeeping,  2,  4;  Sin- 
gle Entry,  69. 

Sales  Account,  24,  25,  27;  Book, 
12,  49 ;  Book  audit,  341 ;  Book, 
posting  from,  12;  discount  on, 
how  treated,  173;  Journal, 
12;  Ledger,  32,  60-61;  Ledger 
Controlling  Account,  32;  re- 
turns, see  Returned  Sales. 

Schedules,  see  Summary;  bad 
debts,  221;  in  auditing,  349. 

Scrip,  119,  124. 

Secret  reserves,  324. 

Section,  Administration,  171, 
214;  Appropriation,  215;  Man- 
ufacturing, 215;  Profit  and 
Loss,  171-174,  215;  Trading, 
171,  213,  215. 

Selling  cost,  295. 

Simple  Investment  Accounting, 
199-205. 

Single  Entry,  67-72;  as  incom- 
plete Double  Entry,  70;  books 
employed,  67-69;  changing  to 
Double  Entry,  72-79;  com^ 
pared  with  double  entry,  81- 
82;  Journal,  68;  last  entry, 
74;  practical,  69;  Proof  of 
Posting,  70-71;  Statement  of 
Assets  and  Liabilities,  74; 
Statement  of  Condition,  71; 
Statement  of  Profit,  74; 
Statement  of  Profit  and  Loss, 
72;  Statement  of  Progress, 
71;  versus  Double  Entry,  ch, 
IV,    67-85. 
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Sinking  fund,  ch.  VTII,  198-199; 
Cash  Account,   198. 

Social   organizations,   238. 

Society   accounting,   238. 

Society,  medical,  249. 

Special  Ledger,  32. 

Sprague,  Charles  E.,  23,  24,  26, 
36. 

Stable  Expense  Account,  22. 

Standardization     of     Accounting 
Forms  and  Methods,  170. 

Statement,  Comparative,  228 ; 
Comparative  Profit  and  Loss, 
232;  Cost,  297;  Financial,  see, 
of  Assets  and  Liabilities  and 
Balance  Sheet;  of  Affairs,  ch. 
XI,  258-276;  of  Assets  and 
Liabilities,  7,  160;  of  Assets 
and  Liabilities  versus  Balance 
Sheet,  161;  of  Condition,  Sin- 
gle Entry,  71;  of  Income  and 
Expenditure,  242;  of  Income 
and  Expenses,  242,  251;  of 
Profit,  Single  Entry,  74;  of 
Progress,  Single  Entry,  71;  of 
Receipts  and  Disbursements, 
238,  244,  252;  of  Receipts  and 
Payments,  238,  242,  245;  of 
Resources  and  Liabilities,  160; 
Profit  and  Loss,  16,  19,  170; 
Profit  and  Loss,  arrangement 
of,  170,  215;  Profit  and  Loss, 
function  of,  170-171;  Profit 
and  Loss,  Single  Entry,  72; 
Profit  and  Loss  and  Income, 
225,  298,  301;  Recapitulation, 
333;  Trading  and  Profit  and 
Loss,  171-174,  209-237;  versus 
Account,  175,  222. 
Statements,  auditor's,  331;  Final, 
ch.  VII,  160-183,  ch.  IX,  209- 
237. 


Statistics,  cost,  293,  302;  min- 
ing, 302. 

Stock  Bonus  Account,  135; 
Capital,  121-123 ;  Certificate 
Book,  119,  120;  certificates, 
118;  common,  118;  cumulative 
preferred,  119;  investment, 
201;  issued  at  discount,  132; 
Ledger,  119;  transfer,  120; 
treasury,  126,  129;  unissued, 
129;  unsubscribed,  129;  unis- 
sued versus  treasury,  129;  un- 
issued versus  unsubscribed,  129. 

Stockholder,   118. 

Stockholders'  Ledger,  119;  of 
record,  137. 

Storeskeeper,  308;  Record,  308, 
351. 

Subscription   Book,    119,    122. 

Subscriptions,  122-125;  to  Com- 
mon Capital  Stock  Account, 
131;  to  Preferred  Capital 
Stock  Account,  131. 

Subsidiary  Ledger,  32. 

Substitution    device,   the,    4. 

Sullivan,  J.  J.,  114,  159. 

Summary  Cash  Account,  242, 
246,  280,  285;  Account  of 
Trustee,   278;    Statement,    246. 

Summary,  of  aU  Ledger  Ac- 
counts, Single  Entry,  71;  of 
Creditors'  Ledger,  62;  of  Cus- 
tomers' Ledger,  63. 

Sundries,    179-180,   224-225. 

Sundry  debtors,  50. 

Surplus,  174;  Account,  136  f.n.; 
capital,  254;  revenue,  254; 
versus  Reserves,  192,  196. 

Suspense  Account,  126. 

System,  Accounting  Cost,  319; 
cost,  306;  factory  cost,  319; 
imprest    (petty  cash),  333. 
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Systematizers,  20. 
Systematization     and     organiza- 
tion, 351. 

Temperature  readings,  36. 
Terminology,  129,  195,  206,  227, 

234,  245,  255,  295. 
Time  cards,  313. 
"To,"  explained,  8,  22,  f.n.,  90 

f.n.,  267. 
Total  cost,  295. 
Trade  assets,  165. 
Trading      Account,      177;      and 

Profit  and  Loss  Account,  178, 

179,  219;  and  Profit  and  Loss 

Statements,    171-174,    209-237; 

Cost,   295;    Section,    171,    213, 

215. 
Traveling  Expense   Account,   90. 
Treasury  stock,  126,  129. 
Trial     Balance,    4,    5,    22,    35; 

definition   of,    6;    meaning    of 

items  in,  170;  of  totals,  5;  of 

differences,  5. 
Trustee's  accounting,  278;   fees, 

285;   Summary  Cash  Account, 

278,  281. 
Turnover,  172,  173,  181,  213. 

TJnconsumed  Advertising  Ac- 
count, 177. 

Underwriters,   134. 

Underwriting  Expenses  Ac- 
count, 134. 


Undivided  profit,  174. 

Unexpired  Factory  Insurance 
Account,  221. 

Uniformity  (usage),  180,  181, 
195,   227,  234,  263. 

Unissued  stock,  129. 

Unpaid  Dividends  Account,  138. 

Unsubscribed  stock,  129;  Ac- 
count, 129. 

Unsubscribed  Common  Capital 
Stock  Account,   131. 

U.  S.  Steel  Corporation,  137. 

Valuation  Accounts,  185. 
Vanderlip,  F.  A.,  41, 
Ventures,   joint,   107-108. 
Vouchers,  auditing,  326,  338-339. 


3,  313;  Account,  314;  Di- 
rect Account,  314;  Indirect, 
313;  Productive,  313;  Unprod- 
uctive, 313. 

Webner,  P.  E.,  321. 

Wildman,  J.   R.,  319,   321. 

Work  in  progress  {see  goods  in 
process) . 

Working  capital,  125;  Account, 
125;  Reserve  Account,  126; 
Suspense  Account,   126. 

Working  Sheet,  328,  342,  346- 
348. 

Youngest  of  the  Professions, 
The,  41. 
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